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PREFACE. 

Like its predecessor, this volume is the result of contributions 
made by the author and a number of other accountants to the 
Journal of Accountancy; new matter, however, has been added 
to make it more complete. 

The book is divided into four parts: 

Part I presents selected American C. P. A. prob- 
lems, as well as some of the problems set by the Eng- 
lish and Canadian Societies, with full solutions and 
exhaustive comments. These problems cover the period 
from 1905 to 191 1, inclusive; most of the work, how- 
ever, is from examination papers set in the last three 
years. The problems cover a much wider variety of 
topics than those in Volume I. Among these topics are : 
Estate Accounting; Partnerships; Corporate Affairs; 
Fire Insurance; Promoters' AflFairs; Comparative Bal- 
ance Sheets ; Brokers' Accounts ; Amalgamations ; Com- 
mission House Accounts; Realization Affairs; Qub 
Accounts; Real Estate Companies; Manufacturing, 
Trading and Profit and Loss Statements; Bond Ledger 
Analyses; Qosing Entries; Mine Accounts; Branch 
House Accounts; Preparation of Statements in Connec- 
tion with Fire Losses; Cost Accounting; Determination 
of Bond Values and of Percentages of Turnover. 

The author has endeavored to treat not only the 
principles, but the practical features of every problem 
either in the solution proper or in the conmients. 

Part n contains one hundred and eight selected 
questions and answers on theory of accounts, auditing 
and commercial law; the latter subject is the special 
feature of this part. It deals with matter relating ex- 
clusively to corporations, such as : Procedure in Organiz- 
ing a Corporation ; Conveyance of Corporate Property to 
Directors ; Pa)mient for Capital Stock ; Rights and their 
Negotiability; Advantages of Corporate Form against 
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Partnership; Stockholders' Rights to Inspection of 
Books; Proxies; Liability of Directors in connection 
with Dividends ; Filing of Reports ; Formation of Joint 
Stock Companies ; and many others. 

As these questions are taken from various states, 
some of the answers are given both in accordance with 
the law of the state where the question originated, and 
also in accordance with the law of the State of New 
York. 

In Part III are presented papers containing ques- 
tions (without solutions) set by various State Boards 
of Accountancy on practical accounting, theory of ac- 
counts, auditing and commercial law, with the author's 
comments, in some instances, on the makeup of these 
papers. As in the first volume, the author gives here an 
introductory essay comparing and contrasting the stand- 
ards that prevail in the different states, in order to show 
the progress of the profession. 

To prevent the book from being too bulky, some 
questions that appear in Part I, with solutions, are not 
repeated in Part III, and only the balance of the paper 
is reproduced. 

The selected problems^ questions and complete ex- 
amination papers are chosen from the following states : 
New York, New Jersey, Pennsylvania, Rhode Island, 
Massachusetts, Illinois, Michigan, Maryland, Ohio, 
Virginia, Florida and Washington. 

Part IV contains a summary of the Federal Cor- 
poration Tax Law, dealing with the chief provisions of 
the law. A synopsis of decisions on questions relating 
to the special excise tax, issued by the Internal Revenue 
Department, is given here in order to assist those who 
make up the report required by the law. 

For a clearer understanding of this law the full text 
of the act, as well as the latest rulings of the United 
States Supreme Court on the question of constitution- 
ality, are reproduced in an appendix. 

The author, as in his previous work, does not aim to present 
new theories, but has followed the prevailing standard of pro- 
cedure and practice. Where differences of opinion are possible. 
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all arguments are brought forth either in the solution proper or 
in the comments. In some instances two solutions are given. 

The author takes this opportunity to express his sincere ap- 
preciation to the following gentlemen for their valuable con- 
tributions to the Journal of Accountancy^ of which he has availed 
himself: Mr. Arthur Wilmot, C. P. A., Mr. James F. Ruark, 
C. P. A., Mr. Gustave Jacobsson, M. A., Dr. J. J. Klein^ C. P. A., 
Mr. Carl H. Nau, C. P. A., Mr. W. A. Vine, Mr. Norbert New- 
man, and Mr. A. H. Herschel ; also to Mr. Max Meyer, C. P. A., 
and to Mr. Joseph Lichtenberg^ B. C. S., who have assisted in 
the difficult task of proof-reading. 

The author hc^s that his readers will favor him with their 
frank criticisms and corrections. Whatever improvements over 
Volume I may be found in this voltune are in a large measure 
due to their suggestions. 

Leo Greendlinger. 
New York University, 
32 Waverly Place, 
New York, N. Y. 

September, 191 1. 
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Problem 1. 

(New York Ezammatioii, June. 1905.) 

Three men, located respectively at New York, Chicago, and Minneapo- 
lis, conducted a business as partners. The partnership agreement recited 
that the New York partner was to receive a salary of $5,000 a year, the 
Chicago partner a salary of $3,000 a year and one-third of the profits of 
that branch, and the Minneapolis partner a salary of $2,000 a year and 
one-fourth of the profits of that branch. Six per cent, interest was to be 
allowed on the capital used in the business, $500,000, which was employed 
one-half at New York, one-third at Chicago and one-sixth at Minneapolis. 
Repairs and renewals were to be charged to plant, and a depreciation of 
six per cent, per annum was to be allowed. Interest on borrowed money 
was to be distributed according to the invested capital at each branch. 
Plant account at the beginning of the period showed as follows: New 
York, $250,000; Chicago, $200,000; Minneapolis, $150,000. Repairs and 
renewals paid during the year amounted to $25,000 at New York, $30,000 
at Chicago, and $15,000 at Minneapolis; interest on borrowed money, 
$15,000. Subject to these items, the profits of the year amounted to $50,000 
at New York, $35,000 at Chicago, and $25,000 at Minneapolis. Complete 
the profit and loss account for the year. 
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Solution 

PROFIT AND LOSS ACCOUNT For 

Accounts NbwYork Chicago Minneapolis Total 

To Depreciation of plant $16,500.00 $13,800.00 $9,900.00 $40,200.00 

Partners' salaries 5,000.00 3,000.00 a,ooo.oo xo,ooo.oo 

Interest on capitals: 

6% on.... $250,000.00 25,000.00 15,000.00 

6% on.... z66,666.66 zo,ooo.oo zo,ooo.oo 

6% on 8t333-34 5,000.00 5,000.00 

500,000.00 

To Interest on loans: 

50% on.. $15,000.00 7,500.00 7,500.00 

33.33% on.. 15,000.00 5,000.00 5,000.00 

16.67% on.. z5,ooo.oo 2,500.00 2,500.00 

Balance down $6,000.00 $3,200.00 $5,600.00 $14,800.00 

Being net profits $50,000.00 $35,000.00 $25,000.00 $1x0,000.00 

Division of Profits. 
To Chicago partner: 

Profits, J5 of $3,200.00 $1,066.67 $1,066.67 

Minneapolis partner : 

Profits, ^of^ $5,600.00 $1,400.00 1,400.00 

New York branch capi- 
tal, >^ t2,ooo.oo 7x1. IZ X,400.00 4,IXZ.XI 

Chicago Branch capi- 
tal, >i 2,000.00 711. IX x,40o.oo 4,xxz.zi 

Minneapolis Branch capi- 
tal, ^ 2,000.00 7XX.XX 1,400.00 4,xxz.xi 

$6,000.00 $3,200.00 $5,600.00 $x4,8oo.oo 
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the Year Bnded December 31, 1904 



By profits. 



Nbw York Chicago Minnbapolis Total 
$50,000.00 $35,000.00 $25,000.00 $IZO,OOO.C 



$50,000.00 $35,000.00 $25,000.00 $zzo,ooo.oo 



By net profits. 



$6,000.00 $3,200.00 $5,600.00 $14,800.00 



$6,000.00 $3,900.00 $5,600.00 $14,800.00 
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Accountancy Problems and Solutions. 

Problem 2. 
(New York ETaminarion, January, 1906.) 

Fredericka Ward dies leaving one daughter, Doris, and two sons, Henry 
and Arthur, all of age, surviving her. Her will directs that after the dis- 
charge of all just claims on her estate there shall be placed in trust for 
Fredericka Winter, the child of her deceased sister, $50,000, the income of 
which is to be used for the child's support by the guardian appointed under 
the trust, and the principal to be paid over to her when she becomes of 
age. The remainder of the estate is to be divided equally among the tes- 
tator's three children. 

The estate consists of cash in a trust company, $12,500; bonds and mort- 
gages on real estate, $250,000; registered municipal bonds, $go,ooo; house- 
hold furniture appraised at $20,130; horses and carriages appraised at 
$3,000; clothing appraised at $2,000, and jewelry appraised at 7,400. 

One of the aforesaid mortgages, $50,000 at 5%, is in arrears of interest 
for one year, and foreclosure proceedings are commenced by the executor, 
with the result that on an immediate settlement the estate realizes the 
principal and the interest so in arrears and the trust fund is paid over to 
the guardian of Fredericka Winter. The February and August semi- 
annual instalments of interest at 5% on the two remaining mortgages of 
$100,000 each and the January and July mterest on the registered 4% 
bonds are all duly received, and the bonds are forthwith sold for $90,190. 
The executor then pays $30,000 to Doris, and $10,000 each to Henry and 
Walter respectively, on account of their interests. Doris takes, as a part 
of her legacy, household furniture $5,000, clothing $900, and all the jewelry 
at the appraised valuation. Each of the sons takes as part of his legacy 
one of the remaining bonds and mortgages. 

On the sale of the remaining effects the furniture realizes $15,000, the 
clothing $1,000, and the horses and carriages $3,200. There is also re- 
ceived from the trust company for interest on deposit, $350. The executor 
expended for probate $150, funeral $600, monument $1,000, tax on personal 
estate $350, counsel fees $1,500, fire insurance $32, and sundry claims 
against the estate $7,201. The allowance for executor's fees was fixed by 
the will at $2,500. 

Prepare a summary accounting showing the cash in hands of executor 
and the amount payable to each of the heirs. 

Solution. 

SUMMARY ACCOUNTING STATEMENT OF THE EXECUTOR 

OF FREDERICKA WARD. 
I charge myself with 
Amount of inventory of personal property, viz. : 

Cash in Trust Company $i2,50o«po 

Bonds and mortgages on real estate. 250,000.00 
Registered municipal bonds 90,000.00 
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Household furniture 2O»i30.oo 

Horses and carnages 3,000.00 

Qothing 2,000.00 

Jewelry 7i400.oo 

Amount of Increase, viz. : 

Interest on bonds and mortgages $12,500.00 

Interest on municipal bonds 3,6oaoo 

Sale of municipal bonds 190.00 

Sale of horses and carriages 200JO0 

Interest on deposits at Trust G>m- 

pany 350.00 



$3851030.00 r 



I credit myself with 
Amount of testamentary expenses, viz. : 

Probate of will $150.00 

Funeral expenses 6ooxx> 

Monument ifioojoo 

Amount of miscellaneous payments, viz. : 

Taxes on personal estate $350lOO 

Counsel fees 1,500.00 

Fire insurance 32.00 

Sundry claims against the estate... 7,201.00 

Amount of decreases in value of assets, viz. : 

Household furniture $130.00 

Gothing 100.00 

Advances to legatees in cash and dis- 
tributed assets, viz.: 

Doris Ward $43,300.00 

Cash $30^000.00 

Gothing goaoo 

Furniture 5,oooiX) 

Jewelry 7*400.00 

Arthur Ward 110,000.00 

Cash $10,000.00 

Bond and Mortgage 100,000.00 

Henry Ward 110,000.00 

Cash $10,000.00 

Bond and Mortgage — 100,000.00 

5 



16^.00 



$401370.00 



$1,750.00 



9i06i.oo 
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Fredericka Winter: 

Amount placed in trust 5(^000.00 

$313,300.00 

Total Credits $324>363jOO 



Balance $77»S07-oo 

Cash Balance available for legatees .>..... 2ySoaoo '-^ 



$75>oo7»oo 

STATEMENT SHOWING AMOUNTS DUE BENEFiaARIES. 

Total Value of Personal Property $385,030.00 

Total Net Income: 

Increase $16340.00 

Less Decrease 230.00 

16,610.00 

$40i,64aoo 

Disbursements, exclusive of advances io333-oo 



Balance $390^07.00 

Less: 

Executor's Commission $2,500.00 ' 

Specific Bequest to Fredericka Winter 50,ooaoo 

52,5ooxx> 



Balance to be equally distributed $338,307.00 

Doris Ward is entitled to $112,769.00 

Advances : 

Cash $30,000.00 

Oothing 900.00 

Furniture 5,000.00 

Jewelry 7,400.00 

43,300.00 

Balance due $69,469.00 

Arthur Ward is entitled to $112,769.00 

Advances : 

Cash $10,000.00 

Bonds and Mortgages 100,000.00 

110,000.00 

Balance due 2,769.00 

Henry Ward is entitled to $112,769.00 

Advances : 

Cash $10,000.00 

Bonds and Mortgages 100,000.00 

110,000.00 

Balance due 2,769.00 

$7Soo7.oo 
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Problem 3. 
(New York Examinatioii, January. 1907.) 

A, B, C and D enter into partnership with a capital of $ioo«ooo.oo. 
A invests $40,000.00, B $30,ooaoo^ C $20,000.00 and D $io^ooaoa They 
are to share profits or losses in the following proportions : A 55%, B 28%, 
C 22%, and D 15%. They are also to receive stipulated salaries charge- 
able to the business. 

At the end of six months there is a loss of $8,000 and meantime the 
partners have drawn against prospective profits as follows: A, $400; B, 
$600; C, $600, and D, $400. 

They dissolve partnership and agree to distribute proceeds of firm 
assets monthly as realized. C and D enter other business and A and B 
remain to wind up the firm's a£Fairs, it being stipulated that from all 
moneys collected and paid over to C and D a commission of 5% is to be 
deducted and divided equally between A and B for their services in the 
winding up. 

The realization and liquidation lasts four months and the transactions 
are as follows: 

Asaets LiabiUtiM ><>?"°° 
».U«d. Uq«id«t«d. SS^^ 

con 



First month $30,190.00 $7,900.00 $400.00 < 

Second month 50,300.00 6,100.00 750.00 , 

Third month 20,010.00 3,800.00 34aoo 

Fourth month 9,500.00 2,200.00 110.O0 

$110,000.00 $20,000.00 $1,600.00 



Prepare partners' accounts showing the amount payable monthly to 
eadi one. 
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Problem 4, 

(Institute of Giartered Accountants of Ontario (Canada) at the 
Final May, 1907. Examination.) 

The A. B. Co., Limited, wholesale traders also act as sales agents for 
a manufacturer. 

From the following; arrange their trial balance at the 31st of December, 
1906: 

Gipital Account; $25,000; Inventory Account (mdse.), $17,500; Un- 
claimed Dividends, $150; Cash, $475.80; Commissions, $10,341; Goodwill, 
$7,500; General Expenses, $2,142.76; TraveUng Expenses, $2,26084; Bad 
Debts Reserve, $1,250; Accounts Payable, $5,072.38; Advertising, $769^; 
Salaries, $5,420; Purchases, $49456.58; Purchases Discounts, $587^; SaleSt 
$56,900.17; Sales Discounts, $2,083.98; Taxes Account, $28740; Balance 
on credit per Bank Pass Book, $1,000; Bills Payable, $7,02141; Accounts 
Receivable $14,576.15; Furniture and Fixtures, $1,250; Land and Build- 
ings, $6,000; Outstanding Checks, $i,3974o; Mortgage on Warehouse^ 
$3,000; Inventory 31st of December, 1906^ $i5,ooa 

Prepare Trading Account; and assuming the expenses to have been 
incurred in the same proportion that gross profits and commissions bear 
to each other, make out a Profit and Loss Statement showing the result 
of the trading and agency operations separately. 

Prepare a statement showing the percentage of Turnover and of 
Commissions that the total expenses represent, respectively. 
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Soludon. 

TRIAL BALANCE OF THE A. B. COMPANY, LIMITED, 
DECEMBER 31. 1906. 



Land and bailings $6^ooox)0 

Furnitnre and fixtures x,25aoo 

Inventory 17,500.00 

Accounts receivable. 14*576.15 

Bank balance as per pass book x,ooo.oo 

Cash 475-80 

Goodwill 7>50o.oo 

Capital account 

Mortgage on land and buildings 

Bills payable 

Accounts payable 

Outstanding checks 

Unclaimed dividends 

Reserve for bad debts 

General expense 2,142.76 

Traveling expense 2,260.84 

Advertising 769.24 

Salaries 5420.00 

Taxes 287.40 

Commissions 

Purchases 49456.58 

Purchases discount 

Sales 

Sales discount 2,083.98 



$25,000.00 
3,000,00 
7,02441 
5,072^8 
1,397.40 
i5aoo 
1,250.00 



10,341*00 

587.39 
56^900.17 



$110,722.75 $110,722.75 

STATEMENT OF PERCENTAGES. 

Proportbn of expense applicable to trading $2,720.06 

Proportion of expense applicable to agency 8,160.18 

$10880.24 
Total expense equal to 19.8485 -f- % of turnover amounting to $54316.19 
Total expense equal to 10S2142 ^ % of the commission amounting to 
$10^1.00 
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Problem 5. 

(Illinois Elxamination« May. 1907.) 

As on January i, 1890, a corporation is formed for the purpose of 
acquiring and conducting a cemetery, and starts business on that date 
with a capital stock of $100,000.00 paid for in cash. The company first 
purchases forty acres of land within easy access of a large city, paying 
for same at the rate of $1,000 per acre. It proceeds to expend considerate 
sums of money in the purchase and planting of trees and shrubs, la]ring 
out drives, and pathways, sodding, building of glass houses, etc The 
policy of the company is to withhold the selling of burial lots until after 
January i, 1900, so as to allow the trees and shrubs to become more fully 
grown and in the expectation that with the growth of the city their 
property will become more valuable. In the year 1900 the company com- 
mences selling burial lots, and all lots are sold under a special provision 
whereby the company agrees to apply fifty per cent, of all cash received 
on sales in the purchase of four per cent, bonds until a total of $i50,ooaoo 
of such bonds shall have been so purchased. The agreement further 
provides that after all the lots have been sold the company will wind 
up its affairs and the above bonds, amounting to $150,000.00, shall be 
given to the city, which shall use the income of such bonds for keeping 
up the cemetery. It is the custom of the company not to purchase bonds 
until after the close of each fiscal year, and after the total sales of that 
year have been determined. 

March, 1905, the directors of the company find that while they be- 
lieve the books to be in balance, no proper entries have been recorded 
showing the total cost of their investment, and that no entries have been 
made with respect to the fund of $150,000.00 from which said bonds are 
to be purchased. While cash dividends have been declared and paid, the 
directors are in ignorance of what their profits actually have been, and 
how much of the dividends so received have been out of their profits 
and how much in the nature of liquidating dividends, representing a return 
of their original investment They, therefore, employ a certified public 
accountant to determine all these matters, and to make the necessary 
entries on their books, and render report to them. After determining the 
clerical accuracy of the books the accountant draws off the two trial 
balances given below, and from them prepares the necessary entries and 
obtains the information required by the directors. 

TRIAL BALANCE 
Debits : Jan. i, 1900. Jan. i, 1905. 

Real Estate $40,oooxx> $40,000.00 

Improvements 45,000.00 45,ooaoo 

Bonds i25,ooaoo 

Adminstration Expense 20,000.00 46,ooaoo 

Upkeep of Cemetery 45,000.00 
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Dividends paid, 
ash 



7,ooaoo 



i30,ooaoo 
40,800.00 



$112,000.00 $471,800.00 

CkEDiTs: 

Interest account representing interest at 4% on 

unexpended cash during development period.. $i2/xx>.oo $12,000.00 

Bond interest account 9^00.00 

Sale of lots 350,000.00 

Capital Stock 100,000.00 100,000.00 

/ 

$ii2,ooaoo $47i,8oox)o 

An inventory of their unsold lots as on January i, 1905, shows that 
they have ten acres left unsold of equally desirable character with that 
already sold. Draw up entries, prepare profit and loss account for period 
and balance sheet as on January i, 1905, in same manner as if you had 
been the accountant engaged. In any interest calculation use 4 per cent, 
simple interest. 



Solution. ' c . 

JOURNAL ENTRIES: 

Operating $582,500.00 

To Real Estate 

Improvements 

Upkeep Expense 

Gross profit (down) 

Sales of lots 350,000.00 

Real Estate (Inventory) 32,500.00 

To Operating 

C^ss profit 252,500.00 

To Administrative Expense 

Business profit (down) 

Business profit 206,500.00 

Interest 12,000.00 

Bond Interest (Rec) 9,8oaoo 

To net profit (down) 

Net profit 228,300.00 

To Sinking Fund Reserve 

Sinking Fund Reserve 

Surplus (down) 

Surplus 78»3oaoo 

Deficit 51,700.00 

To Dividend 



$40,000.00 
45^000.00 
45,000.00 

252,500.00 



382,5oaoo 

46,ooaoo 
206,500.00 



228,3oaoo 

120^000.00 

30,000.00 
78,3oaoo 



$i30^ooaoo 
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Problem 6. 

(Illinois Examination, December, 1907.) 

At the close of the first year, after engaging in business, the ledger 
balances of an Illinois Fire Insurance Com|>any may be assumed to be 
correctly as follows : 

Losses adjusted and paid $16,785.90 

Losses adjusted, not paid 5,210.85 

Premiums in hands of agents 7,892.54 

Capital $200,000.00 

Surplus 100,000.00 

Premiums 97,500.00 

Interest 8,942.50 

Commissions 26,847.25 

Taxes 1,510.83 

Salaries 7,428.10 

General Expenses 16,582.72 

Investments and Loans 290,150.69 

Office Furniture 2,495.10 

Stationery & Supplies (Inventory) 1,828.90 

Accounts Receivable 16,825.95 

Accounts Payable 31180.75 

Reserve for losses adjusted 5,210.85 

Organization Expenses 1,822.03 

Cash 19.453-24 

$414,834.10 $414,834.10 

The Policy register shows: 

Policies Premiums 

Issued Received 

Expiring in x year $1,300,000.00 $15,000.00 

Expiring in 2 years 1,075,000.00 18,500.00 

Expiring in 3 years 1,450,000.00 34,500.00 

Expiring in 5 years 1,250,000.00 29,500.00 

•5.075.00000 $97,500.00 

The Illinois Statute reads : 

"In estimating profits there shall be reserved therefrom a sum equal 
to the whole amount of unearned premiums or expired risks, and policies. 
The company may declare dividends not exceedmg ten per cent, of its 
capital stock in any one year that shall have accumulated and be in 
possession of a fund in addition to the amount of its capital stock, and 
of such dividends and all actual outstanding liabilities equal to one-half 
of the amount of all premiums on risks not terminated at the time of mak- 
ing such dividend. A year is defined to mean a calendar year." 

Determine the reserve required, and state what sum, if any is avail- 
able for dividends without impairing the surplus shown in the ledger 
balaiKes. Changes in relation to policies cancelled or settled for under 
claimed for losses may be ignored. 
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SolutioD. 



Policies 


Policies in Premiums 


Not 


Expire in iaeued 


force end of Received Bconed 
year 


Bamed 


z year. . . $1,300,000.00 


None $15,000.00 $15,000.00 


None 


a •• ... 1,075,000.00 


•S37»Soo.oo 18,500.00 9,250.00 


$9,250.00 


3 "... 1,450.000.00 


966,666.67 34,500.00 11,500.00 


23,000.00 


5 "... 1,250,000.00 


1,000,000.00 29,500.00 5,900.00 


23,600.00 


S5»o75.ooo-oo 


$2,504,166.67 $97,500.00 $41,650.00 


♦SS.^So.oo 



In arranging above I have assumed that all policies had run one year. 
This Is not very probable in actual affairs but it may be taken as a basis 
for solution. 



MEMORANDUM AS TO DIVIDENDS 
(As per provision of Illinois law) 

Unearned Premiums $55>85o.oo 

Deduct: Required Reserve 50% 27,925.00 

Available portion of above $27,925.00 

Deduct: For current deficit t3tS9^'43 

For reserve for losses 5.210.85 

Accotmts Payable 31x80.75 11,990.03 

Dividend which may be declared as against one half of un- 
earned premiums x5f934-97 

Which is .07967485% of Capital Stock 
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Problem 7. 

(New York Rxamination, February* 1908.) 

A corporation was formed with a capital stock of $500,000.00 (of which 
$200^000 is preferred and $300,000 is common stock), to acquire and 
consolidate three existing corporations designated as A., B., and C, and 
having the following status respectively : 

Book Aceonnts. LiabUities. Surplus. Deficit. Cai>ital. 

A $171,000 $56,000 $15,000 $zoo,ooo 

B 165,000 80,000 $5,000 90,000 

C 108,000 47,000 6,0000 55,000 

$444,000 $183,000 $ax,ooo $5,000 $345,000 

The several vendor companies contract with the promoter to sell their 
assets, excluding cash funds, as above stated and including goodwill, at 
the following prices respectively, viz.: A., $125,000; B., $100,000; C, 
$75,000, payable one-half in cash and one-half in preferred stock to be 
issued, therefor, by the new company, which is also to assume all out- 
standing obligations. 

The promoter or vendor contracts with the new, or vendee company to 
acquire the several properties subject to the liabilities as stated and to 
provide an additional working capital of $100,000.00 cash, and to take in 
payment therefor the entire authorized stock of the new company, out of 
which the subscribing incorporators and directors will acquire their stock 
by purchase from the underwriters. 

The common stock is undewritten by bankers at 80 per cent, with 
bonus of one share of preferred to each ten shares of common stock. 
The bankers are also to take an additional $10,000 of preferred stock at 
par, as part of their agreement. 

(a) Frame opening entries and balance sheet of the vendee company, 
showing the costs respecitvely of assets, goodwill and organization 
expense on the assumption, that the terms of the several contracts, are 
kix>wn to all the parties concerned and form the basis of the financial 
values established. 

(b) Frame closing entries of "A" company, showing cancellation of 
stock and distribution of proceeds of sale among stockholders. 

(c) Show promoter's compensation or profit for effecting the consoli- 
dation. 
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ScJution. 

(a) THE CORPORATION 

inoorfokated under the laws of the 

State of New York with an 

AUTHORIZED CAPITAL 

OF 

$500,000.00, 

DIVIDED INTO 2,000 SHARES PREFERRED 

AND 3,000 SHARES COMMON STOCK, 

PAR VALUE $100 EACH. 

Cash $ioo/xx).oo 

working capital provided by the promoter, as 
per agreement. 

Plant and Sundry Assets $444,000.00 

acquired from: 

Co. A $171,000.00 

Co. B 165,000.00 

Co. C 108,000.00 

Bonus — Organization Expense $100,000.00 

being organization expenses allowed promoter 
as follows: 
For underwriting common stock 

20% of $300,000 $60,000 

300 shares preferred stock @ $100. . 30,000 
promoter's compensation 100 shares 

preferred stock @ $100 10,000 

Goodwill $ 39,000.00 

representing excess payments for plants 
acquired, viz.: 

Co. A $10,000.00 

Co. B 15,000.00 

Co. C 14,000.00 

To Sundry Liabilities $183,000.00 

assumed by this Co., viz.: 

Co. A $56,000.00 

Co. B 80,000.00 

Co. C 47,000.00 

To CapiUl Stock $500,000.00 

2,000 shares of preferred stock 3,000 shares 
of common stock par value of each $100.00. 
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Assets 

Cash $100,000 

Plant and Sundry assets. . . 444,000 

Goodwill 39,000 

Organization expenses 100,000 

$683,000 



Liabilities 

Sundry liabilities $183,000 

Capital stock: 
Preferred stock... $200,000 
Common stock... 300,000 500,000 

$683,000 



{b) Goodwill $10,000.00 

To Surplus 

being the amount in excess of book values 

from sale of business to promoter 

Sundry Liabilities $ 56,000.00 

Promoter I25,ooaoo 

To Assets 

Goodwill ' 

To dose above accounts on the books and 

charge promoter with selling price. 

PSEFERSED StOCK $63,500.00 

(of vendee Co., at par) 

Cash 6a,50o.oo 

To Promoter 

To record settlement as made by promoter in 
accordance with agreement. 

Surplus $ 25,ooaoo 

Capital Stock 100,000.00 

To Preferred Stock 

Cash 

To dose all accounts on books of this Co. and 
distribute preferred shares of the vendee Co. 
and the cash to the stockholders of this Co. 
(c) Transactions of promoter, assuming that they 
are all recorded as and when made or con- 
tracted for: 

Snndry Assets .' $444,000.00 

Goodwill 39,000.00 

To Sundry Liabilities Assumed 

Co. A. (Purchasing Price) 

Co. B. (Purchasing Price) 

Co. C. (Purchasing Price) 

showing the assets and liabilities bargained 
for and transferred to the promoter together 
with his liability as recorded in favor of the 
three Companies respectively; (he has not 
the cash with which to pay them until he has 

25 



$10,000.00 



$171,000.00 
10,000.00 



$135,000.00 



$ 62,500.00 
62,500.00 



$183,000.00 

125,000.00 

100,000.00 

75,000.00 
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succeeded in getting the shares of the vendee 
company underwritten as stated in the 
question.) 

Vendee Company $300,00000 

being the net assets of the companies A., B., 
and C, transferred by the promoter to the 
new or vendee Co., $483,000 less $183,000. 

Liabilities $183,000.00 

to close out the accounts of the various 
liabilities assumed from Companies A., B., 
and C, respectively, as per entry i above 

To Sundry Assets $444,000.00 

Goodwill 39,000.00 

to close the accounts of the various 
assets taken over from Companies A., 
B., and C, respectively, as per entry i 
above. 

Preferred Stock $200,000.00 

Common " 300,oooxx) 

To Vendee Company $400,000.00 

Profit and Loss ioo/xx>.oo 

For entire capital stock of vendee Co. 
( $500,000.00) , turned over to promoter as per 
agreement, showing credit to profit and loss 
for gross amount allowed the promoter for 
cfTecting the consolidation. 

Cash $10^00000 

To Preferred Stock $10^000.00 

for sale to the bankers by the promoter of 
100 shares preferred stock at par, as per 
agreement of underwriting. 

Cash $240,000.00 

Profit and Loss 90,000.00 

To Common Stock $300,000.00 

Preferred " 30,000.00 

for sale to the bankers of the entire common 
stock @ 80%, difference being cost of under- 
writing; with additional bonus of i share of 
preferred stock to each 10 shares of common 
stock. 

Vendee Company $100,000.00 

To Cash $100,000.00 

for pajrment to vendee company of the 
$100,000 cash working capital as per agree- 
ment, which completes contract with said 
company and wipes off existing liability in 
full. 
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Dr. 



PROMOTER'S PROFIT AND LOSS ACCOUNT. 



Cr. 



To expenses borne in ef- 
fecting consolidation as 
follows: 

Bankers charges for un- 
derwriting common 

stock $90,000 

Balance (carried down) z 0,000 
bemg net profit for ser- 
vices rendered. 



$z 00,000 



By gross allowance by 
Vendee Company for 
the preliminary costs of 
consolidation of the 
various companies into 
the Vendee Company. . . $100,000 



$zoo,ooo 



Balance $zo,ooo 



The final accounts of the promoter are : 

100 shares vendee Co/s preferred stock 

@ par value $10^000.00; 

this being his net profit as per 
profit and loss account 



$10,000.00 
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Problem 8. 

(New York Examination, February. 1908.) 

A, the senior partner of a firm, dies May 9, at the dose of wliidi day 
the trial balance of the copartnership ledger shows the following items: 

Cash $3,75>4 

Fixed assets 2i|Oj6 

Trade debtors 92,766 

Trade creditors tS)3t^ 

Inventory, January i 12,005 

Purchases 14,160 

Sales i9i6sS 

Expenses 5,213 

Capital, A ao,000 

Capital, B 10,000 

Capital, C 5,000 

Personal, A 2,310 

Personal, B 750 

Personal, C 450 

$150,174 $150,174 



The inventory of mdse. stock May 9, is computed at $15,200, the unex- 
pired insurance at $149, and accrued expenses at $207. The division of 
profits between partners is as follows: A, fifty-seven per cent; B, 
twenty-eight per cent; C, fifteen per cent No interest is credited on 
capital, but interest is credited on A, personal $115, and charged to B, 
personal $6.25, and to C, personal $3.75. 

The partnership agreement provides in case of A's death for the sale 
of A's interest to B and C on the execution of a bond by them in favor of 
A's estate, payable in five yearly installments, and stipulates that the 
assets are to be taken at book value, excepting one-half per cent reserve 
for bad dd>t8, in compliance with which provision a reserve of $500 is 
made. 

A new firm of B, C, and D is formed, in which D invests $5,000 cash 
for a one-fourth interest in the business. B withdraws all in excess of 
$10,000 and C pays in a sum sufficient to bring his capital up to $5,ooa The 
future profits are to be shared in the following stated proportions, vis.: 
B one-half, C one-fourth and D one-fourth. The new firm executes a 
purchase mortgage with bond as provided in favor of A's estate for 
$20,000. and pays over balance of his interest in cash. 

Prepare the necessary accounts to give expression to the foregoing 
liquidation of the firm of A, B and C, and a balance sheet of the firm of 
B, C and D, as at the beginning of their enterprise. 
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Solution. 

LIQUIDATION OF THE FIRM OF A. B AND C 
May 9. 1907. 

Trading Account 

To inventory Jan. i . . $19,005 . 00 By sales $19,658^ 

Purchases 14,160.00 

26,165.00 
Less: inventory 

May 9 15,300.00 

Cost of mdse. sold 10,965 . 00 
Profit and loss, 

gross profit ^1^93 • ^^ 

$19,658.00 $19,658 00 

Intbrbst 

ToPartnerA $115.00 By Partner B $6.25 

Partner C 3.75 

Profit and loss — 105 . 00 

$115.00 $iiS.oo 

Profit and Loss 

To Expenses $5,213.00 By Trading account 

Expenses accrued : 907 . 00 gross profit $8.693 . 00 

Interest 105 . 00 Unexpired insur- 

Reserve for bad ance 149 . 00 

debts 500.00 

Net profit carried 

forward 2,817.00 

$8,842.00 ^.-."•^'"'"^ $8,849 oc 
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Partnbr C. 

To balance $5,000 .00 By capital, firm A, B 

and C $4,968 80 

Cash invested .... 31 . ao 

$5,000.00 $5,000.00 

Balance $5,000 .00 

Partner D. 

By cash invested $5,000 00 

Cash Account. 

To balance, firm A, B By B, withdrawal 3351 

and C $3»794 00 Estate of A 4,030 .69 

C, additional in- Balance 4,762 00 

vestment 31 • 20 

D, investment. . . . 5,000 .00 

$8,835.20 $8,825.20 

To balance $4,762 .00 

Firm of B, C and D. 

Balance Shbbt. 

May 10, 1907. 

AssBTs : Li ABiLiTiBs : 

Cash $4,762 .00 Accounts payable $93,306 .00 

Accomits receivable Accrued expenses. ... 207 .00 

Receivable. $93,766 Bond and mortgage, 

Less: Reserve payable to estate of 

for bad debts 500 93,366.00 A m five yearly in- 

Merchandise. . ~ 15,300.00 stallments 20,000.00 

Unexpired in- Capital: 

surance 149 .00 Partner B.. $10,000 

Fixed assets . . 2 1 ,036 . 00 Partner C . . 5,000 

Partner D. . 5,000 

20,000.00 

$133,413 00 $133,413 .00 
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To profits allocated to By net profit brought 

partners, thtis: forward $2,817.00 

A 57 per cent. .. . $1,605.69 
B 28 per cent. . . . 788.76 
Cispercent 4^^ 5S 



$2,8x7.00 $2,8x7.00 



Partner A. 

To balance $24,030 .69 By investment $20,000 .00 

Personal account 2 ,3 x o . 00 

Interest 1 1 5 00 

Net profits, 57 per 
cent 1,605.69 



$24,030.69 $24,030.69 



By balance $24,030 .69 

Partner B. 

To personal account. . $750 .00 By investment $10,000 .00 

Interest 6.25 Net profits, 28 per 

Balance $10,032.51 cent 788.76 

$10,788.76 $10,788.76 



Balance $10,032 .51 



Partner C. 



To personal account. . $450 .00 By investment $S,ooo 00 

Interest 3.75 Net profits, 15 per 

Balance 4,968.80 cent 422.55 

Ss»4aa.55 $5,422.55 



Balance $4,968 . 80 



Affairs of B, C and D. 
Partner B. 

To cash withdrawn.. . $3^ 51 By capiat], firm A. B 

Balance $10,000.00 and C $10,032.51 

$10,032.51 $10,032.51 



Balance $10,000 .00 
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Problem 9. 

(New York Examinatioii» February, 1908.) 

The bookkeeper of a manufacturing concern could produce only the 
following statement from its records on January ist, 1907. 

Manufacturing expenses $4,623 .89 

Capital stock 10,000 . 00 

Plant and equipment 27, 500. 00 

Cash 832 . 14 

Gross sales 8,469 . 10 

First mortgage bonds (due Dec. 31, 1907) 15,000 . 00 

Materials and supplies (inventory) 4ia89 . 34 

Notes payable 5,000 . 00 

Accounts receivable 5f4a3 . 23 

Accounts payable 2.436 . 28 

Interest on bonds (7 months) 393 . 75 

Interest on notes and accounts payable 282 . 40 



On January ist, 1907, the management is changed, and you are later 
retained as a public accountant to conduct an examination and prepare a 
balance sheet as of January ist, 1908. 

You find that during the preceding year the directors have subscribed 
in cash to $7»500 additional capital stock, and have retired all the notes 
and old accounts payable and that no interest was paid on these accounts 
for the year. You atso find that the plant and equipment was revalued at 
$15,000, and 5% of this amount was charged off to provide for depreciation, 
while an additonal 2^% was ordered placed in Reserve Account to cover 
repairs and renewals, the entire 7^% being charged direct to Profit and 
Loss. The bonds outstanding fell due on December 31st, 1907, and were 
paid, principal and interest, in cash. An inventory of materials and sup- 
plies places their value at $2,328.19, the practice being to charge all pur- 
chases direct to Manufacturing Expenses and to credit back the amount 
of the inventory. 

The accounts payable (all for material and non-interest bearing) amount 
to $546.28. 

Of the accounts receivable, January ist, 1907, $4,968.18 was collected 
and the balance charged off as uncollectible. 

In addition to the material used from stock during the year, and the 
amount still due for material purchased, the manufacturing expenses were 
$3,720.52, all paid in cash, the total manufacturing expenses being 31% 
of the gross sales for the year ending January ist, 1908. 

Of these 91.3% were collected in cash, and the balance, all of which is 
considered good, remains on the books in accounts receivable. 

Produce a comparative balance sheet of January i, 1908-1907, and state 
the amount of gross sales for the year. 
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Solution. 

CASH, Z906 

RxCBtPTS BXPBNDITURBS 

Capital stock sab- PUmt and Equip- 

flCfibed Szo»ooo.oo ment $17,500.00 

Grass sales $8,469 . xo Deduct: 

Dedtict % racetved. 5.433 -'S 3.045*87 Bonds issued 15,000.00 $9,500.00 

Mfg. labor 4.699.89 



Mfg. purchases. $19,597.19 

Dedu 



duct 



% pay.. $9,436.98 



lotes 
pay.. 5,000.00 7.436.98 5,090.84 



BaLANCVONHaND 839. 14 

$13,045.87 $13,045 87 



MANT7PACTX7RING EXPENSE ACCOUNT, 1906. 

Materials. $19,597.19 Cost of Manufacturing carried 

Deduct: to trading account $19,860.67 

Dec 31, inventory. 4,989.34 

Materials used $8,937.78 

4,699.89 

$19,860.67 $19,860.76 



TRADING ACCOUNT, 1906 

Cost of goods manufactured $19,860.67 Sales $8,469.10 

Gross loss carried to profit and 

lossaccount 4.39^ .57 



$19,860.67 $19,860.67 



PROFIT AND LOSS, 1906 

Gross loss $4.391 . 57 Net loss carried to deficiency 

Interest on bonds (accrued) 393-75 account $5,067.79 

Interest on notes and accounts 
payable 989.40 



$5,067.79 $5,067.79 



DEFICIENCY ACCOUNT. 1906 

1906 1907 
Dec. 31, net loss $5,067.79 Dec. 31, surplus accounts $5,067.79 
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CASH, 1907 



July X — Balaaoe. $839 . 14 

Capital stock (increase) 7,500 . 00 

Accounts receivable. 4.968 . x8 

Sales tao,o9o. x6 

Deductj% reoeiT. . x.747.84 x8,34s.3a 

Being 01.3% col- 
lected S3x,t64.64 



Accounts payable 

Manufacturing expense. 

Notes payable 

Interest (on notes) 

Bonds payable , 

Interest on bonds. 

Balancb on Hand 



$a,436.a8 

3.7«o.5« 

5,000.00 

982.40 

T5,ooo.oo 
X, 068. 75 
4,134-69 



t3i,x64.64 



MANUPACrrURING EXPENSE A(XX)UNT. 1907 



Material on hand $4,989.34 

Material purchased 5,446.98 

^ , $4.835. 69 
Deduct: 

Inventory Dec 3 1,1907 9,398. X9 

Material used $3,507.45 

Labor 3.790.59 

$6,997-95 



Owt of manufacturins carried 

to trading account $6,997.95 



$6,997.95 



TRADING A(XOUNT, X907 
Cost of goods manufactured $6,997.95 Sales 

Gross profit carried to profit * ^^ 31 x f 

and loss $13,869 . 91 

$90,090.16 

PROPIT AND LOSS, 1907 

Plant revaluation $9,500.00 Gross profit on trading. . . . 

Pive per cent, written off 750.00 

Investment on bonds 675 .00 

Business profit carried down . . . 9,937 . ax 

$13.869. 9X 



x6 



$90,090.16 



. $X3,869 ai 



$13,86 9. sx 



DISTRIBUTION SECTION. 1907 

aKpercent.reserveforplant. .. $375- 00 Net business profit. 

Bad debts 455 .05 

Balance to surplus account 9iio7 . x6 

$9,937. ai 

SURPLUS. X907 

Dec. 3X, deficiency accotmt $5.067 . 7* Dec. 31, net profit. . 

Balancb 4.039 .44 

$9,xo7.x6 

X908 

Jan. X — Balance. . . 



$9,957.91 



$9,937. •! 



$9,xo7.x6 



$9.xo7.x6 



$4,059.44 
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Accountancy Problems and Solutions. 

Problem 10. 
(New York Elxaininatioii, February, 1908.) 

On July gth, 1907, Smash, Slump & Co., bankers, buy from the Atlantic 
Bridge Company its first 5% 50-year gold bonds dated July ist» 1907, in- 
terest payable semi-annually, amounting to $io,ooo,ooaoo at 90% and 
interest with a bonus of 50% in common stock of the Atlantic Bridge 
Company. 

On the same date the bankers form a syndicate for one year to take 
the bonds at 92^% and interest, with the common stock as a bonus. They 
make no charge for expenses. The syndicate is formed as follows: 

Jones & Co. take $1,750,000.00 as a participation. 

Smith Brothers take $6/)00,ooo.oo as a participation. 

Rieders & Co. take $1,250,000.00 as a participation. 

Smash, Slump & Co. take $1,000,000.00 as a participation. 

On the same date the bankers pay the Atlantic Ocean Bridge Company 
the total amount due it for the $10,000,000.00 of bonds, and carry the syndi- 
cate, the members of which make no payments to the bankers. 

On February ist, 1908, $6,000,000.00 of bonds are sold on the Stock 
Exchange at an average price of 95% less }i% commission. 

On April 1st, 1908, $1,000,000.00 of bonds are sold on the Stock Ex- 
change at an average price of 94% less }i% commission. 

Prepare statements as follows, showing the bankers' and participants' 
accounts as they should appear on the bankers' books at the dose of the 
syndicate. 

(a) Statement showing bankers' account for the purchase of the secur- 
ities, including transfers to syndicate account and profit thereon. 

(b) Statement of each of the syndicate's members' accounts as they 
should appear on the books of the bankers, July 9th, 1908. 

(c) Statement showing the transactions and profit and loss on tbe 
banker's own participation account, assuming that the bonds are selling 
at 9254%. 

In making up the statements no account need be taken of the coupons 
paid by the Atlantic Ocean Bridge Cbmpany, nor, of any interest charges 
by the bankers to the participants' accounts or to its own participation 
account, as it may be assumed that the cash received for the coupons by 
the bankers will be sufficient to reimburse them for their advances to 
July 9th, 1908. 
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DR. 



BOND INTEREST 



Date 


Explanation 


Par Value 


M08. 


Days 


Amount 


July 9 


Accrued 


$10,000,000.00 




9 


$ia3.a9 
362,536.99 


Transfer to profit 
and loss account . . 

Brought down 












ipo8 
July 9 


$3,000,000.00 




9 


$363,660. aS 


36.99 



* Showing coupons, etc., collected **a8 it may be assumed that the cash 
them for their advances.'* 



STATEMENT " B " Participants' 



Data 


Bonds 
Par Value 


Bought 
©.935 


Accrued 
Interert 


Total DeUt 


Debit Balaxice 


July 9 

X908 

April X 


Sx,75o,ooo.oo 


$x,6x8,75o.oo 


Sax. 58 


Sx.6x8,77x.s8 


Sx,6x8.77x.58 


S6a9.584.08 


July 9 


$458.303. 83 



X907 
July 9 
X908 
April X 

July 9 



$6,000,000.00 



S5f 550,000. 00 



$73.97 



[S5.550.073.97 



S5.550.073. 97 
Sa,X34.573.97 
Sx,57it3»3.97 



July 9 

X908 

Ainilx 


Sx, 950,000. 00 


$x.X56,a5o.oo 


$15.41 


$x,X56,365.4t 


$x,X56,a65.4i 










$444,709.91 


July 9 










$387.359. 16 



Date 


Bonds 
Par Value 


Bought 
@.995 


Accrued 
Interest 


Total 
Debit 


Debit 
Balance 


Jttly 9 

X908 

Aprilx 

July 9 


$x, 000.000. 00 


$995,000.00 


$X9.33 


$995.0x9.33 


$995.0x9.33 
S355.769.33 
$96x,887.33 



I CX)MMON STOCK (BONUS) OP THE ATLANTIC 



JONBS ft CX). 



$875,000.00 



SMITH BROTHBRS 



$3,000,000.00 
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CCOUNT* 



CR 



DaU Explanation 


Par Value 


Mos. 


Days 


Amount 


907 
uly 9 

1908 
an. I 


Tones & Company 

Smith Bros 

Rieder & Company.... 
Smash, Slump & 
ComtMuiv 


$1,750,000.00 
6,000,000.00 
1,350,000.00 

z, 000, 000.00 
10,000,000.00 
6,000,000.00 
1,000,000.00 
3,000,000.00 

3,000,000.00 


6 

I 

i 


9 
9 
9 

9 
9 


$31.58 
73.97 
15 41 

"•33 

350,000.00 

35,000.00 

12,500.00 

75.000.00 

36.99 


Coupons 


^eb. I 
Lpr. I 
tily 1 
oly 9 


Accrued (sold) 

Accrued (sold) 

Coupons 

Accrued (carried 
down) 








1 








$363,660.38 









eceived for the coupons by the bankers will be sufficient to reimburse 



Accounts as they should appear on books of Bankers, July 9, 1908. 
JONES AND COMPANY 



Date 


Bonds 
Par Value 


Soidd 


Otom 


LenCom. 


Net Proceeds 


Par Value 
Bonds Unsold 


Debit Balance 
Carried Down 


Total 


2908 
Feb. 1 

Aprfl I 


$1,050,000.00 
175,000.00 


95 
P4 


S997.500 
164,500.00 


Sx,3i*.5o 
ai8.75 


$996,187.50 
164.s8x.s5 


$700,000.00 
595.000.00 


$632,584.0$ 


|t,6x8.77x.5 
6ss.5a4.o 



SMITH BROTHBRS 



X008 
Feb. X 



April X 



$5,600,000.00 
600,000.00 



95 

94 



$3,430,000 . 00 
564,000.00 



$4,500.00 
750.00 



$3.4x5.500.00 
563,950.00 



$9,400,000.00 
X, 800,000. 00 



$2,134,873.97 
1,571,323.97 



$5,550,073.9 
^.134.573.9 



RIBDBR ft COMPANY 



X008 
F^ X 

April X 



$750,000.00 
X 95, 000. 00 



95 
94 



f7is,5oo.oo 
xx7,5oo.oo 



$937.50 
X56.95 



$7x1,569.50 
XX 7.343. 75 



$500,000.00 
375.000.00 



$444,702.91 
327 359.16 



$x,X56.965.4 
444,709.9 



(MASH. SLUMP AND COMPANY 



Date 


Bonds 
Par Value 


Sold® 


Gross 


Less Com. 


Net Proceeds 


Par Value 
Bonds Unsold 


Debit Balance 
Carried Down 


Total 


X908 
Feb. X 

April I 


$600,000.00 
100,000.00 


95 
94 


$570,000.00 
94.000.00 


$750.00 
X95.00 


$569,350.00 
93.875.00 


$400,000.00 
300,000 . 00 


$355,762.33 
261,587.33 


$995.0x9.3 

355.769.3 



)CEAN BRIDGE CO., shared as follows among simdicate members: 



RIBDBR ft CO. 



$695,000.00 



SMASH. SLUMP & CO. 

$SOO,000.00 
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STATEMENT "C— Showing Banker's Own Participation Acoonnt 
with Inventory at Estimated Value. 







ISICASH 


. SLUMP AND COMPANY 






Dtm 


Bsc^laa*- 


Amount 


Dftte 


BzplaaA- 


Amount 


Lest 
Com. 


Net 


jr. 


Babace m 
per acct. un- 
der State- 
menf'B'*... 

Eit. PnpL 
toP.aiklL... 

Biotu^t 
down 


Sa61.887.33 
15037.67 


1908 
July 9 


of 3aa,ooo 

pmr bonds 


:$277,800.00 


$371.00 


$277,135.00 




$977,133.00 






$977.M3-oo 


J«ly 9 


$977,133 00 





BANKER'S PROFIT AND LOSS ACCOUNT 
CuDrr 



Date 


Bxplanation 


Bamed 


Itftim^t^ 


Total 


jr. 


Pfofit^on tmiMfer to Syndicate Statement 


$950,000.00 
369,536.99 


$15,337.67 




1908 
Tttlyp 

Jttly 9 






Bstiinated profit as per Statement "C" . . . 








$61,353.99 














Net profit earned and estimated 






$637,774.66 









CONDITION OP SYNDICATE APPAIRS, ETC., AS PER BANKERS' 
BOOKS, JULY 9, Z908 



Due from syndicate members, vis: 

Tones & Company $458>309-S3 

Smith Bros i.S7»f3a3-97 

Rieder & Company 397*359 - 16 

Smash. Sltmip & Company 261,887 . 33 



$2,618,873.29 



Bond interest accrued July x to 9, 1908. 
Cash on hand to be repaid to bankers. 



36.90 
6,993»7Soo9 

$9,612,660.28 



Original advances made by Smash, 

Slump & Company to the syndicate $9,000,123 . 29 
Bankers profit 612,536. 



90 $9,6x2,660.28 
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Accountancy Problems and Solutions, 

Problem IK 
(New York F.Taminariop, February, 1909.) 

Senior partner. A, desires to retire from active business life. He has 
confidence in the ability and integrity of his partner, B, and both have 
a like regard for their sales manager, C, and their works manager, D, 
who have accumulated considerable means. In this situation B proposes 
to organize and to continue the businesB as a corporation, under his 
executive management, and to bring in sufficient capital from Q and 
D, in equal parts to pay off the principal of a real estate mortgage 
falling due at the end of the year, and sufficient capital from £, who 
is not connected with the business, to pay off the principal of the firm's 
notes payable. It is contemplated that E shall be made the treasurer of 
the corporation and that the five parties shall be the incorporators and 
constitute the first board of directors. 

In the discussion between A, and B, it is agreed that the net worth of 
the business*, exclusive of the good-will which has never been repre- 
sented on the books, shall be converted into preferred stock of the 
corporation, and that the good-will shall be valued at one-half of the net 
worth and be converted into common stock; also that the cash capital 
contributed by C, D, and £, shall be paid to the firm, used by it for the 
purposes' proposed by B, and converted into preferred stock for account 
of the three parties respectively. Thereupon A, proposes and agrees to 
surrender one fourth of his share of the common stodc on the condition 
that it shall be distributed as follows: two parts to C, two parts to D, 
and one part to E. 

These matters are all covered by written agreement of the five parties, 
in which agreement it is provided that A, and B, shall convey to the 
corporation all the property, business and good-will of their co-partner- 
ship, and that all the transactions and stock distributions provided for 
shall be carried through and be closed out in the books of the co-part- 
nership, including the sum of $5,000, which shall be advanced to enable the 
incorporators to pay fully their stfbscriptions for 10 shares each of the 
common stock of the corporation. 

A certified public accountant is engaged to make an examination of 
the books and accounts at the close of the year just approaching, to 
procure appraisement of the property and to close the books after 
providing therein for his compensation. On the completion of his work 
the books show the following conditions : 
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ASSETS. 

Land $5CMXX>.oo 

Buildings 200,oooxx> 

Machinery, etc 100,000.00 

Finished products, product in process, materials 

and supplies i50,ooaoo 

Notes receivable 100^000.00 

Accounts* receivable iqojooojoo 

Cash 100^000.00 

Total asseu |8ooyooaoo 



LIABIUTIES AND CAPITAL 

Real estate mortgage $ioo/)0OX)O 

Accrued interest on real estate mortgage a»50Q.oo 

Notes payable on demand 50,000.00 

Accrued interest on notes payable i/X)o.oo 

Accounts payable 25,ooaoo 

Accrued taxes 6,500.00 

Reserve provision for uncollectible accounts i5,ooaoo 

A's capital 400/)oo.oo 

B's capital 200,000.00 

Total liabilities and capital $8ooyooo.oo 



Prepare cash book and journal entries to be placed on the books of 
the co-partnership to represent properly thereon the carrying out of all 
the matters provided for in the agreement of the five parties and to 
dose said books. 
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Practical Accounting Problems, 

JOURNAL OP THE FIRM OP A. & B. 

Good-will Account $300,000.00 

repiesenting one-half of the net worth of 
the firm as agreed upon by aU parties. 

To A., capital account $150,000.00 

B., capital account 150,000.00 

one-half of the total for each mem- 
ber of the firm. 

Thb X. Y. Company $1,084,000.00 

for all assets and ^ood-will transferred to the 
above mentioned Co., as per bill of sale 

dated 190. . 

To Land. $50,000.00 

Buildings 200,000.00 

Machinery. 100,000.00 

Finished Product 150,000.00 

Notes Receivable 100,000.00 

Accounts Receivable 100,000.00 

Cash. . 84,000.00 

Goodwill 300,000.00 

assets sold and transferred to the 
X. Y. Company as per agreement, 
dated Z90. . 

Rbsbrvb for Bad Dbbts $15,000.00 

Transferred to the X. Y. Company as an 
offset to accotmts receivable that may 
turn out uncollectible. 

Accounts Patablb $35,000.00 

assumed by the X. Y. Company. 

To X. Y. Company $40,000.00 

assumed by the latter. 

PRBFBRRBD StOCK $750,000.00 

7500 shares par value $zoo.oo each. 

Common Stock 300,000.00 

3000 shares par value $100.00 each. 

To X. Y. Company $1,050,000.00 

in settlement for assets sold and 
transferred to them. 

A. Capital Account $400,000.00 

for 4000 shares of preferred stock par value 

$100.00 each. 

B. Capital Account 200,000.00 

for 2000 shares of preferred stock par value 

$100.00 each. 



C. f 



C. C 500 shares of pre f erred stock $100.00 
*" par value to each of the above named 

for advances made 150,000.00 

To Preferred Stock $750,000.00 

Distribution as per agreement dated 
190. . 
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Accountancy Problems and Solutions. 

A. Capital Account $150,000.00 

for Z500 shares of common stock, par value 

S zoo. 00 each. 

B. Capital Account $150,000.00 

for 1500 shares of common stock, par value 

$100.00 each. 

To Common Stock $300,000.00 

Distribution of stock between the part^ 
ners of the firm. 

A. Capital Account $37,500.00 

for one-fourth of common stock to be 
donated as per agreement. 

To Bonus Account $37,500.00 

to be distributed between C, D., and 
B. as per agreement dated. 190. . 

Common Stock Donated $37,500.00 

375 shares donated by A as per agreement. 

To A. Capital Account $37,500.00 

to dose the latter accotmt. 

Bonus Account $37,500.00 

allocation as per agreement dated 190. . 

To*C $1 5,000.00 

for two-fifths of the stock donated by A. 

D 15,000.00 

for two-fif thspf the stock donated by A. 

B 7.500.00 

for one-fifth of the stock donated by A. . 

C $15,000.00 

D 15,000.00 

E 7,500.00 

To Common Stock Donated $37,500.00 

distribution as per agreement dated 
190. . 

Thb''X. Y. Company $6,000.00 

for expenses connected with the organisa- 
tion and incorporation. 

To Advances to Incorporators $5,000.00 

Accountant's fees as per agreement. . z, 000.00 
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Problem 12. 
(Illinois Examination, May, 1909.) 

By the partnership deed of a manufacturing firm, consisting of four 
members. A, B, C, and D, it was provided that in the event of the death 
of any partner before the expiration of the partnership by effluxion of 
time, on December 31, 191 1; there should be paid to the legal representatives 
of the deceased the amount appearing to his credit on December 31, next 
preceding the death, together with interest thereon at 5 per cent per 
annum to December 31, following the decease corresponding to the number 
of days that he lived during it, calculated after the rate of the average of 
his share for the last three completed years, together with interest on such 
share from the date of death to the end of the year. 

The four partners shared profits equally, and each took interest on his 
capital at 5 per cent, per annum, but no interest was charged on the 
drawing, for each drew at the end of every month an equal sum in 
anticipation of profits. 

The surviving partners were to share the profits equally. C died on 
June 30, 1905. The profits of the three immediately preceding years had 
been respectively $70,000.00, $78,ooaoo and $63,500.00. The proportion 
payable in respect of a deceased partner's interest and profits it was 
stipulated by the deed of partnership should be treated as a trade expense 
of the year in which he died. 

With the aid of the following trial balance of December 31, 1905, taken 
out before interest, depreciation, and an amount in lieu of factory rent 
have been charged, prepare manufacturing and profit and loss accounts 
for 1905, showing the various items in their proper divisions, and allowing 
$250.00 for depreciation of office furniture and fixtures, for Plant and 
Machinery $2,500.00, and 5 per cent on the amount of the real estate 
(as appearing in the trial balance) for factory rent Also construct a 
balance sheet, showing what was due to the deceased's estate, and what 
capital stood to the credit of each of the surviving partners. 

The inventory at December 31, 1905, was $125,000.00. Bills receivable 
to the amount of $i,ooaoo^ falling due after December 31, 1905, had been 
disconnted. 
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Trial Balance, Dbcbmbbr 31, 1905 

A, Capital acoount $iao,ooo .00 

B, Capital account zio,ooo.oo 

C, Capital account 100,000 .00 

D, Capital account 90,000 .00 

A, Drawing account $13,000 .00 

B, Drawing account z3,ooo .00 

C, Drawing account 5,000 .00 

D, Drawing account 13,000 .00 

Inventory, December 31, 1904 100,000.00 

Purchases during the year after crediting 

Bought returns i>775>ooo .00 

Factory wages and salaries 350,000 .00 

Balance of Discount received and allowed. . 30,000 .00 
Sales during the year, after debiting Sold 

returns 3, i zo,ooo . 00 

Cash on hand and at bank 39,500 .00 

Bad debts z6,ooo .00 

Bills receivable 15,000 .00 

OfiSoe salaries 9,000 .00 

General oflSce expenses 3,500.00 

Accounts receivable 414,000 .00 

Traveling expenses 10,000 .00 

Taxes factory 1,000 .00 

Rent and taxes, office 3,000 .00 

Real estate 60,000 .00 

Plant and machinery 15,000 .00 

Office furniture and fixtures 3,500 .00 

Bills payable 50,000 .00 

Accounts payable 150,000 .00 

Interest and bank discotmt paid 7,500 .00 

$3,750,000.00 $3,750,000.00 
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Problem 13. 

(Illinois Ezaminatiim, May, 1909.) 

Two professional finns, consisting of two partners each, agree to 
amalgamate. Jones and Robinson have accounts receivable, $12,50000^ 
and other assets taken as net, $1,250.00. Sikes and Wilson have accounts 
receivable, $11,000.00, and other assets net, $1,000.00, each firm bringing 
$2,500.00 in cash and discharging their own liabilities, with an arrange- 
ment that the partners of each firm shall have a preferential allowance of 
15 per cent, on professional fees arising from the connections of each 
firm. 

At the end of twelve months the earnings were $49,5oaoo^ of which 
$19,000.00 came from Jones and Robinson's introduction, $23/X)aoo from 
Sikes and Wilson's and the rest from neutral ground. The accounts re- 
ceivable of Jones and Robinson were realized at an average loss of 6 
per cent, those of Sikes and Wilson at 5 per cent The expenses were 
$i6,725.oa As at the end of the year, make out the Realization Account 
of each firm, the Profit and Loss Account of the amalgamated firm, and 
the Capital Accounts of each partner, allowing interest on the net assets 
and cash brought in at 5 per cent per annum, but none on the Accounts 
Receivable. The drawings have been: Jones, $5,000.00; Robinson, 
$3,250.00; Sikes, $5,500.00; Wilson, $3,500.00, without interest 

Profits are divided as follows: Jones and Sikes, three-tenths each; 
Robinson and Wilson, two-tenths each. The same proportions govern tiie 
divisions of assets brought in and the Preferential Allowances. 



Solution. 
JoNBS AND Robinson's Realization Account 



Assets to be realized 

To estimated value of assets: 
Accounts receiv- 
able $12,500 

Other assets 1,950 

Cash 2,500 

$16,250 

To Jones, % share. . . $9,750 
To Robinson, %. 

share 6,500 $16,250 



$16,250 



Assets realiged 

By cash proceeds of reali- 
zation $13,000 

By cash brought in 9,500 

$x5,5oo 



By loss on realization .... 
By Jones, % share. . . $450 
By Robinson, % 

share 300 



7SC 



$16,250 
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SiKBs AND Wilson's Rbalization Account 



Assets to b€ realised 

To estimated value of assets: 
Account receiv- 
able $ii,ooo 

Other assets i.ooo 

Cash 3.500 

$14,500 

To Sikes, % share. . . $8,700 

To W ilaon, % share . 5,800 $14,500 

$14,500 



Assets realised 

By cash pxt>ceeds of reali- 
zation $11,450 

By cash brought in 2.500 

^13.950 



By loss on realization 

Sikes, % share $330 

Wilson, % share. . . 220 



550 



$14,500 



JoNBS' Capital Account 



To drawings $5,000 .00 

To % loss on realization 450.00 
To balance down ^3*9S^'^S 



$19,406.25 



By % share of Jones, 
and Robinsons' reali- 
zation $9,750.00 

By % share of prefer- 
ential allowances. ... i ,7 10 . 00 

By % share of interest . 1 12 . 50 

By 4io share of net profits 7,833.75 

$19,406.25 



By balance. $13,956 . a5 



Robinson's Capital Account 



To drawings $3,250.00 

To % loss on realization 300 .00 
To balance down 9.387 • 50 



$12,937.50 



By % share of Jones, 
and Robinson's reali- 
zation $6,500 . 00 

By % share of prefer- 
ential allowances .... i , 1 40 . 00 

By % share of interest.. 75 • 00 

To %o share of net prof- 
its 5,222 .50 

$12,937.50 
By balance S9.387 • 50 



55 



Digitized by 



Google 



Accountancy Problems and Solutions. 
SiKBs' Capital Account 



To drawings $5,500.00 

To % share of loss on 

realization 330 .00 

To balance down 13,878 . 75 



$18,708.75 



By % share of Sikes. 
and Wilson's realiza- 
tion 8,700.00 

By % share of prefer- 
ential allowances. ... 2 ,070 . 00 

By % share of interest. Z05 .00 

B^r 9io share of net prof- 
its 7»g33'7S 

$18,708.75 



By balance $13,878.75 



Wilson's Capital Account 



To drawings $3.500 .00 

To % share of loss on 

realization 330 .00 

To balance down 9*753 • 50 



$13,473.50 



By % share of Sikes 
and Wilson's realiza- 
tion $5,800 .00 

By % share of prefer- 
ential allowances 70 .00 

By % share of interest. 1,380.00 

By ^0 share of net prof- |H 

its 5,333.50 

$13,473.50 



By balance $8,753 .50 
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Problem 14. 
(New York Ejcamination, June, 1909.) 

A new corporation, "D," is formed to purchase and amalgamate 
the business of three corporations, "A," "B," and "C," carrying on the 
same class of business, at December 3zst, 1908. 

There are considerable differences between the capitals, the gross sales, 
the expenses and the net profits of the three corporations. The amount 
to be allotted to each in shares of the new corporation for its capital and 
good will is agreed to be referred to you. 

Using your own figures, construct and give a profit and loss account 
for five years ended December 31st, 1908, and balance sheet, showing 
liabilities other than capital, at December 31st, 1908, for Corporations 
"A," "B," and '*C," illustrating the foregoing particulars, and assume 
that Corporation "A" shows a larger profit on a smaller capital than 
either of the others. 

Give the balance sheet of the new Corporation "D" as it will appear 
as the result of your Report, and state your reasons for the allotment 
you consider equitable. 

Solution. 

EXHIBIT "A" 

Balancb Sbbbts 

as on December 31, 1908 



Assets 
Real estate 


Corporation 

"A" 

$30,000.00 

z 8,000.00 

z 5,000.00 

8,000.00 

7,000.00 


Corporation 

"B" 

$50,000.00 

36,000.00 

9,000.00 

z 7,000.00 

z 7,000.00 


Corporation 
"C" 
$90,000.00 
50,000.00 
z 5,000.00 
46,000.00 
40,000.00 




Notes receivable 

Trade debtors 


Cash 




Totals 


$78,000.00 


$zz9,ooo.oo 


$34 z, 000.00 












Liabilities 
Capital stock. 


$50,000.00 

6,000.00 

14,000.00 

8,000.00 


$z 00,000.00 

5,000.00 

z 3,000.00 

3,000.00 


$300,000.00 


Notes payable 


zz, 000.00 


Trade creditors 


30,000.00 


Surplus. .•.....•«.. V... 


z 0,000.00 




Totals 


$78,000.00 


$zz 9,000.00 


$34 z, 000.00 



57 



Digitized by 



Google 



Accountancy Problems and Solutions. 



o 
o 
«^ 

*o 
>o 

00 



CQ 
H 



00 

o 







§ § 

o >o 

o <o 

00 >©* 

NO M 



§ 


8 S 


g 


8 8 o 


o 


o^ o o^ 


T? 


w ^ ^ 


» 


r* eo^ 




Digitized by 



Google 



Practical Accounting Problems, 

EXHIBIT "C" 

Combined Profit and Loss Statbmbnt 

from December 31, 1904, to December 31, 1908 





Corporation "A" 


Accounts 


1904 


1905 


1906 


1907 


J 908 


Gross sales 


$100,000 
55.000 
45.000 
20,000 
25,000 


$121,000 
80,000 
41,000 
23,000 
18,000 


$130,000 
82,000 
48,000 
21,000 
27,000 


$128,000 
81,000 
47,000 
24,000 
23.000 


$140,000 
90,000 
50,000 
23,000 
27,000 


Cost of manufacture .... 
Gross profits 


Trading expenses 

Net profits 





Corporation "B" 



Accounts 



1904 



1905 



1906 



1907 



1908 



Gross sales 

Cost of manufacture . 

Gross profits 

Trading expenses 

Net profits 



$120,000 
80,000 
40,000 
25,000 
15,000 



$125,000 
90,000 
3S.OOO 
2 1 ,000 
14,000 



$130,000 
85,000 
4 5. 000 
30,000 
15.000 



$100,000 
60,000 
40,000 
26,000 
14,000 



$140,000 
92,000 
48,000 
36,000 
12,000 



Corporation **C" 



Accounts 



1904 



1905 



1906 



1907 



1908 



Gross sales 

Cost of manufacture 

Gross profits 

Trading expenses. . . 
Net profits 



$200,000 

110,000 

90,000 

60,000 

i 30,000 



$250,000 

125,000 

125,000 

70,000 

55,000 



$240,000 

120,000 

120,000 

50,000 

70,000 



$195,000 

100,000 

95.000 

55.000 

40,000 



$300,000 

1 70,000 

130,000 

7 5. 000 

55.000 
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Practical Accounting Problems, 

Tbxt of Rbport 

Chicago, May i, 1909. 
To THE Prbsidbnt OP CORPORATION " D," Chicago, lU. 

Dbar Sir: In accordance with your instructions and for the purpose 
of a proposed purchase and amalgamation of Corporations "A/' " B," and 
"C," I have made a thorough and comprehensive investigation of the books 
and accounts of said Corporations in order to determine their annual net 
earning capacity for the last five years and also in order to verify the 
valuations of said corporate assets with the object in view of a fair and 
reasonable distribution of consolidated capital stock. 

As a result of said investigation, I herewith beg to submit the 
following exhibits, viz.: 
Exhibit "A" Balance Sheets of Corporations " A," "B" and "C" as on 

December 31, 1908. 
Exhibit "B" Consolidated Balance Sheet as on December 31, 1908. 
Exhibit "C" Statement of Profit and Loss for the five years ending De- 
cember 3x, 1908, of Corporations "A," "B" and "C." 
Exhibit "D" Statement of proposed basis for merger. 
Exhibit "E" Statement of proposed distribution of consolidated stock. 

The assets of Corporations "A," "B" and "C" are conservatively 
stated so as to disclose the true state of affairs. 

The pure trading profits of the corporations, as stated in exhibit "C," 
give a reasonable idea of the earnings on the basis of past results for a 
period of five years. As a basis for consolidation and an equitable distri- 
bution of amalgamated stock, I respectfully propose the following scheme. 

In my opinion, a fair basis for the apportionment of capital stock can 
be established only by a separation of assets and good will. The average 
net capital for the period under review equals the paid up capital stock 
of the Corporations; hence, a portion of the mei^ged capital stock may 
be distributed on this basis alone, as shown in exhibit "E." In order to 
determine the earning capacity, the assets compared with the earnings 
are the average net assets for the five years, and such assets of all members 
of the combination shall be given equal weight. 

The second portion may be based on the average annual good will on 
the basis of the excess of earning capacity over a normal income, in this 
instance 6%, as shown in exhibit "D." 

Since the total average earnings are $90,000 per annum, the capi- 
talization of the meiger at 6% would be $1,500,000, of which $350,000 
would be apportioned on the basis of the average net capital and 
$1,150,000 would be distributed on the basis of good will, as set out in 
exhibit " E," showing the ultimate distribution under this plan. 

Under the assumption that the future earnings of the merger would 
be the same as before, or higher, or lower than before, the members of 
the combination would share the income in the same ratio as before, and 
an equitable distribution is an established fact. 

Respectfully submitted. 



Accountant. 
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V Problem 15. 
(New York Examination, June, 1909.) 

John Dickside, a manufacturer's agent who starts in business with a 
cash capital of $i5»ooo, receives from the manufacturer $45,000 of goods 
on consignment, subject to a discount of 5%. when he pays for the goods. 

Dickside pays freight amounting to $1,400, and allows claims for dam- 
aged goods amounting to $1,500, the total of which is chargeable to the 
manufacturer. He sells all of the consigned goods for a total of $60^000, 
and receives $44,000 from his customers, allowing them in settlement of 
the accounts $400 discount and $600 for defective goods. He makes the 
following payments: $2,100 for freight, of which $1,400 is chargeable to 
the manufacturer as noted above; $900 for expenses; he also pays the 
manufacturer $37,950. 

Prepare account of sales to be rendered to the manufacturer, balance 
sheet, statement of profit and loss, and statement of capital account. 

SolutioiL 

The problem states that Dickside receives a consignment from which he 
is to deduct 5 per cent, discount when remitting. This could be construed 
to mean that Dickside is selling the goods on a 5 per cent, commission 
basis. But, if you take into consideration that Dickside pays $700 for 
freight, allows $400 discount to his customers, and $600 for defective 
goods, and incurs expenses of $900, none of which the manufacturer is 
to pay, it seems that this is not in keeping with the usual procedure of 
a commission business, but more on the order of commercial transactions 
that are some'what along this line. 

Mr. Dickside is a commission merchant, broker, jobber, retailer, or 
what you will. He contracts with a manufacturer to dispose of a lot of 
goods. He might call it a consignment, but the probabilities are that 
he will say, 'Send them to me with a memorandum bill, subject to 5 
per cent, discount when paid, and I will sell what I can.' 

They are billed to him at $45,000 as commonly stated, on mem- 
orandtun, subject to 5 per cent, discount when paid. He may further 
stipulate to pay a portion of the freight charges and will surely make 
claim for any goods dama^d in transit or otherwise. Now it has 
never occurred to him that this is a consignment and that he must 
account for the amount realized minus certain expenses, commissions, 
etc He knows the goods were billed to him at $45fOOO^ less $1,500 for 
damaged goods, and that he is responsible for that amount less discount 
and freight. 

He sells the goods at the highest price, say $60,000, and on credit. 
He takes a certain amount of risk, but figures that he will at least more 
than clear enough to pay the manufacturer and expenses, as his collec- 
tions later show. 

This seems to be a reasonable construction, and gives to Dickside a 
profit more in keeping with the amount involved and the risk incurred. 
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Profit and Loss Account 
To consign mfmt. . .'.t4s,ooo.oo . 
Less damage al- 
lowed by 8lui>per 1,500 . 00 S43.500 . 00 , Sales 

To allowance made 
to customera for 
defective goods. $600.00 

$44,100,00 
Gross profit $15,900.00 

$60,000 . 00 

Prd^t $a.ioo.oo Gross profit 

Charged to shipper 1,400 . 00 $700 ^00 ^irniint smiisiV . . 

.I^iscotmt allowed. . 

Expense 900 . 00 

Net profit 16.075. 00 

$17.675 00 



. $60,000.00 



$60,000 . 00 



$15,900.00 

$a,i75.oo 

400.00 z,775'00 



$17,675 00 



ASSBTS 



Cash 

Customers. 



Capital Account 

Investment $15,000 .00 

Profit 16,075 .00 

$3«,o75oo 

Balance Shbbt 

LlABILITIBS 

.$18,050.00 Shipper $1,975.00 

15,000.00 Capital 31,075.00 

$33,050 00 



$33.050.00 



Salbs Account 



Charobs: 
5% discount on 

$4^,500.00 $az75oo 

1,400.00 



$43,500.00 



$3,575.00 



Credited to shipper . 
Less cash paid 



Balance due shipper. 



$39,035 00 
37,950.00 

$1,975 00 



Cash Account 

Capital $15,000.00 Freight $a,ioo.oo 

Customers $44,400.00 Expenses 900.00 

Discount 400.00 44.000.00 Shipi)er 37.950.oo 



To balance. 



$59,000 . 00 
$18,050.00 



Balance 1.805 . 00 

$50,000 . 00 
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Problem 16. 
(New York Examination, June, 1909.) 

A and B are dealers in bonds and share prgfits in the proportion of 

A seventy-five (75) per cent. 
B twenty-five (25) per cent. 

A and B engage C to sell bonds, agreeing to pay him a salary equal to 
twenty-five (25) per cent of the net profits to be divided between the 
partners. 

During the continuance of C*s contract the firm purchases one hundred 
thousand dollars ($100,000) Waterville Traction Company first mortgage 
5% bonds on a 3% basis. The bonds have eighteen (18) months to run, 
interest payable semi-annually (three interest periods). The firm holds 
the Waterville bonds till maturity. 

Prepare a statement of the Waterville bond accounts, showing cost, 
interest and amortization. ThejQtaLprofit to be adjusted is ten thousand 
dollars ($10,000). Show the divisionof this profit. 

Solution. 

Operations to find the present worth of a 5% $1,000 bond "on a 3% 
basis," interest payable semi-annually. 

OPERATION A. 

I. 

Present worth of $1,000 at .015% for 3 half years; 

I at compound interest, .015%, 3 terms = 1.04568; 
I -7- 1.04568 = .95632 X 1,000 = $956.32. 



Present worth of $25, semi-annual cash interest, at .015% for 3 terms : 
i-5-i.04568=.9S632;i — .95632 = .04368 -^ .015% = 2.9122 X $25 = $72.80. 
956.32 + 72.80 = 1029.12 for one $1,000 bond; ==b= 

1029.12 X 100 = $102,912, cost of bonds. 



Cash rate 25^% = $2500.00 interest 
Income rate i^% = 1543.68 interest 



Sinking fund = $956.32 

to amortize premiums $2,912. 
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OPERATION B. 

Cash rate .025% = 25.00 interest 
Income rate .015% = 15.00 interest 



Surplus interest = 10.00 

10% is an annuity to be paid in a premium. 
$iaoo, is found by the following equation: 

3 = I2.91220 



Present worth of the annuity, 



(I + .015) 



.015 
and 3.91220 X 10 = 29.1220. 
-h 1,000 



1.029 1220 



= $102,912.20 



which agrees with the amotmt given in Professor Sprague's "Extended 
Bond Tables."* 

OPERATION C 
.05% = Cash interest 
.03% = Income basis. 
OS -T- .03 = 1.6666+ = Stock value. 
1.6666-I- 
— I. 

0.6666+ = Stock premium. 
Present worth of .6666+ due in 3 half years @ .015% = 6.375466. and 
the stock value being 1.6666667 
and the difference 0.6375466 

the 1 1^ years' value is = 1.0291201 

Hence, 1.0291201 X 1,000 = $1,029.12 for one bond @ 1,000. 

Division of Profits. 

Total profits, before adjusting C's salary $10,000.00 

Less C's salary, being 25% of the net profits, $10,000, -^ 125 = 

8,000 X 25% = 2,000.00 

$8,000.00 

Net profits to be divided between A and B = 

A's share, 75% $6,000 

B's share, 25% 2,000 $ 8,000.00 

STATEMENT OF THE BOND ACCOUNTS. """■ 
5% Bond of the Waterville Traction Co. 



Date 



1908 Jan. I 
July I 

1909 Jan. X 



Total 

Interest 

5% 



Net 

Income 

3% 



$3,500.00 
9,500.00 
3,500.00 



$1,543.68 
1,529.44 
1.514.88 



$7,500.00184,588.00 



Amorti- 
zation 



Cost 

$ 956.32 
970.56 
985.12 



$3,913.00 



Book 
Value 



Par 
Palue 



$ 103,913.00 
101,955.68 
100,985.13 
100,000.00 



$100,000.00 



*Tfais method is the qoickeit in calculations of this natore, and is recommended by Pro- 
fistor C. E. Spraffue in his valuable book "The Accountancy of Investment." 
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Problem 17. 

(This is not a C. P. A. problem, but contains some of the important 
principles involved in corporation accounting, and shows the effect of the 
panic of 1907 on the Interstate Manufacturing Company.) 

The trial balance of the Interstate Manufacturing Company, on June 
30th, 1907, after closing entries have been made, is given below : 

Patents and good will $350,000 . 00 

Office Furniture 8,746 . 00 

Inventory, June 30, 1907 

Raw material 83,247 .00 

Supplies 4f932 . oo 

Finished goods 42,761 .00 

Petty cash 100. 00 

Land 270,000.00 

Buildings 165,000.00 

Machinery 235,000.00 

Cash subject to check 69,433 .00 

Accotints receivable 273,842 . 00 

Common capital stock $500,000 . 00 

Preferred capital stock 500,000 . 00 

Bonds 6 per cent. 50 year ist mortgage 

issued June 30, 1907 200,000 . 00 

Premium on bonds 20,000 . 00 

Pref. stock dividends payable Aug. 1907. 17,500.00 

Com. stock dividend payable Aug., 1907 12,500.00 

Reserve for bad and doubtful accoimts . . . 8,294 . 00 

Undivided surplus 66,375 . 00 

Accounts payable 78,392 . 00 

$1,403,061.00 $1,403,061.00 

During the year ending June 30th, 1908, the company purchased 29,047 
tons of raw material at $22 per ton, which was delivered before the books 
closed. Of the amount purchased, payment has been made for 26,647 tons. 
They have also made payments for the following accounts: 

Accounts payable, $78,392; salaries, $80,360; selling expense, $86,017; 
labor, $468,932; shop expense, $9,461; taxes, $7,842; repairs and mainte- 
nace, $30,955; office expense, $2478, and supplies, $37»637- 

Customers have paid $1,502,927 in cash, and have been given dis- 
counts amounting to $18,395. Returns and allowances amount to $8,474. 
Bad debts written off, $2,407. Rent, $500, and sales, $i,5iSf572. 

Fifty thousand dollars was loaned on call on June 30th, 1908, the market 
value of the collateral security being $72,100. 

The inventory on June 30, 1908, is made up of finished goods, $20,495 ; 
supplies, $8,129, and $2,163 tons of raw material, the market price of which 
is $24 per ton. The land is estimated to be worth $300,000. 

Semi-annual dividends of 3J^% on the preferred stock and 2^% on 
the common stock have been paid from the earnings of the half year end- 
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ing December 31, 1907. Dividends at the same rate have been declared 
on the preferred and common stock for the last half of the fiscal year, 
I»ayable in August, 1908. 

You are asked to set up a balance sheet dated June 30, 1908, and ac- 
company it with a business statement which will show correctly the condi- 
tion of the company. 

The following annual rates of depreciation are to be assumed. 

Buildings, 3%; machinery, 75^%; oflSce furniture, 10%. It is also as- 
sumed that there should be a reserve for bad and doubtful accounts equal 
to 3% of the balance of accounts receivable. 

SolutioiL 

PROFIT AND LOSS AND INCOME STATEMENT FOR THE YEAR 
ENDING JUNE 30th. 1908. 

Sales $i,5i5»S72oo 

Less returns and allowances 8,474.00 $1,507,098.00 

Prime Cost and Overhead on Goods 
Manufactured. 

Raw Material 674,695.00 

Labor 468,933.00 

Supplies 34,440.00 

Shop Expense 9,461.00 

Repairs and Maintenance 30,955.00 

Depreciation of machinery 17,625.00 

Depreciation of buildings 4,950.00 

$1,341,058.00 
Add. 
Finished goods on hand, June 30, 1907 . . 42,761.00 

$1,283,819.00 
Deduct 
Finished goods on hand, June 30, 1908 . . . 20,495.00 

Cost op Goods Sold $1,263,324.00 

Balance, gross profits $243,774.00 

Other Income. 
Rent 500.00 

$244,274.00 
General and Selling Expenses. 

Salaries $80,360 . 00 

Selling expense 86,017.00 

Discount on sales 18,395.00 

Office expenses 2,478.00 

Depreciation of fttmiture 875.00 

Taxes 7,842.00 $195,967.00 

Balance $48,307.00 
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Dbduct. 

Interest on 50 years 6% Bonds $13,000.00 

Less premium written off 400.00 1 1,600.00 

$36,707-00 
3% reserve for bad and doubtful debts ... 7 , 7 1 6.00 

Balance, net profit $38,991.00 

Add. 

Undivided surplus on June 30, 1907 66,375.00 

Making a total of $95,366.00 

Dbduct. 

Dividends for the year: 

On preferred capital stock s}4% paid 

February, 1908 $17,500.00 

On preferred capital stock sH% payable 

Augfust, 1908 17,500.00 

On common capital stock 2}^% paid 

February, 1908 13,500.00 

On common capital stock 3 }^% payable 

August, 1908 13,500.00 $60,000.00 

Balance surplus, Jime 30, 1908 $35,366.00 
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Problem 18. 

(Michigan Examination. July, 1909.) 

X, Y and Z, foundry men, unable to meet their obligations, suspend 
payment January i, 1908, and appoint a trustee to realize and liquidate 
for the benefit of their creditors. The books showed the following 
assets and liabilities : 



Assets 

Land and Bviildings — 

Machinery & Tools 

Furniture & Fixtures. . 
Materials & Supplies. . . 

Notes Receivable 

Accounts Receivable. . 
Cash 



/ Liabilities 

$125,000.00 Mortgage on Foundry 

75,000.00 Prenuses $100,000.00 

10,000.00 Notes Payable 135,000.00^ 

95 ,000 . 00 Accounts Payable 1 05 ,000 . 00 # 

15,000.00 Interest accrued on ' 

115,000.00 Mortgage 1,250.00 

450.00 Taxes accrued (esti- 
mated) 835 . 00 

Capital 93.365 .00 

•435.450 -oo $43S»45o -oo 



The trustee's cash receipts and payments during the year 1908 were as 
follows: 



Receipts 

Notes Receivable (Out- 
standing January i, 
1908) $15,000.00 

Accounts Receivable 
(Outstanding Janu- 
ary 1,1908) 106,500.00 

Cash Sales 5,435 .00 ' 

Notes Receivable (Con- 
tracted doiring 1 908^ . 13, 500 . 00 

Accounts Receivable 
(Contracted during 
1908) 312,000.00 

Total Receipts $352,435 .00 



Payments 

Notes Payable $25,000 .00 >^ 

Accotints Payable 35,000 . 00^ 

Interest on Mortgage 

one year at 5% 5,000. 00 '^ 

Taxes for year 1907. . . . 865 . 00 '' 

Ptirchase of Material 

and Supplies 98,000. 00 ^ 

Labor 135,000.00 -^ 

General Expenses 45,000 . 00 -^ 

Interest on Bills Pay- 
able to Sept. 30, '08 

at5% 2,800.00^ 

Total Pa)rments $346,665 .00 
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Other transactions were as follows: 

Sales on Credit $335,000.00 

Bad debts written of! accounts prior to Jan. 

I, 1908 $8,000.00 - 

Bad debts written ofiE accounts subsequent to 

Jan. I, 1908 a, 000.00 10,000.00 

Discounts and allowances to Customers' Ac* 
counts prior to January i, 1908 $500 . 00 ' 

Discounts and allowances to Customers' Ac- 
counts subsequent to January i, 1908 300 . 00 800 . 00 

Notes received from customers 20,000.00 

Notes given to creditors ($110,000.00 being re- 
newals) 180,000.00 

Inventory of Materials, December 31,1908 92 ,000 . 00 

At the end of the year the business was returned to the owners. 
Prepare realization and liquidation account; and balance sheet. 

Solution. 

Realization and Liquidation Account rendered by the Trustee of 

X, Y andZ. 

AS8XT9 TO BB RBALIZBD: LIABILITIBS TO BB LIQUID ATBD: 

Notes Receivable. $15,000 Notes Payable. $135,000.'" 

Aocoonts Receivable. 115^000 Accounts Payable. .. 105,000' 

Materials & Supplies .. 95,000 Taxes accrued .... 835 ' 

Pnmitiire St Fixtures. zo,ooo '^ Mortgage xeo,ooo . 

Machinery & Tools. . . 75,000 Interest on mortgage 

Land & Buildings .... 135,000 -^445,000. 00 accrued 1.230 $349,085.00 

LIABILITIBS LIQUIDATBD: AS8BT8 BBALIZBD: 

Notes Payable $95,000 *^ Notes Receivable . . $15,000 / 

Accounts PayaMe ... 35,000'.- Accounts Receivable 206,500 $121,500.00. 

Taxes accrued 835 r^' ' 

Interest aecrued on 
mortgage. 1.254 $62,085.00 

LIABILITIBS NOT LIQUIDATBD: A8SBT8 NOT RBALIZBD:' 

Notes Payable $xxo,ooo '^ Furniture & Fixtures. . $10,000 

Accounts Payable . . . 7^.000 '' Machinery & Tools . . . 75.000 * 

Mortgage Payable .. 100,000 '$280,000.00 Land & Buildings .... 125,000 '^2x0,000.00 

SUPPLBMBNTART CHAROBS: BUPPLBMBNTART CRBDITS: 

PuichaBe of materials Sales on 

ft supplies. $x68,QOo '^' credit $335>ooo ' 

Labor. i35>ooo - Cash Sales . 5,435 $340,435 

General Expense. 45.000 - 

Interest on mortgage Less bad 

r (including accrued debts (1908 

$X25o.) 5.000 ^ oxxly). . . . $a,ooo 

Interest oniNotes Pay- Discounts & 

able 2,800 y allowances 

Taxes, balance for 1907 (1908 only). 300 2,300 

$30. Estimate for ^' 

X9o8$S65 895 $356,695.00 , , $33«,X35 

Inventory of materials 

ft supplies 92,000 $430,135.00 

Net Loss 30,060.00 

$x.i33>78o.oo $x, 133. 780.00 
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Problem 19. 

(Michigan Examination, July, 1909.) 

On J[axiuarv i, the Fairview Real Estate Association was incorporated, 
the capital suoscribed and paid in being $30,000, divided into 30 shares. 
The association purchased imi>roved property for speculative purposes, 
paying cash $30,000.00 and givinjg a first mortgage for $60,000.00 at 69^. 

The association organisEed anaincorporates on the same day the Pair- 
view Club with 30 proprietary members (being the stockholders of the 
real estate association) and 30 associate members who have no proprietary 
interest, but enjoy all privileges without incurring any of the liabilities. 
The annual dues are $100.00 a year, paid by all in advance. 

The association leases to the club the property aforesaid, the con- 
sideration in lieu of rent, being the payment by the club of all sums for 
taxes, betterments, interest, &tures, furniture, etc. 

The proprietary members are assessed $300.00 each, and by a sub- 
sequent resolution of the association are to receive credit therefor, with 
interest at 6%. Five members fail to pay the assessment. 

The association having executed a contract for the sale of the pro- 
perty for $z 10,000.00 the club disbands at the end of the year. 

The club expenditures for the year were as follows; Taxes $1,800.00; 
interest on mortgage $3,600.00; Repairs $1,000.00; Improvements 
$3,000.00; Furniture and fixtures $2,000.00; General Expenses $500.00 
Help (sundry employees) $1,600.00. 

There were house charges against the members $500.00, which were 
subsequently collected; and there were payable book debts of $4,000 00. 
A second assessment of $100.00 called for to pay off the club debts, was 
paid by the proprietary members of the association. 

Frame journal entries, raise and close accounts on the association 
and club books, and prepare balance sheet and revenue account for e€tch 

SoIutioiL 

JOURNAL 

OP THE 

FAIRVIEW REAL ESTATE ASSOCIATION, 
January, 1909. 

THE FAIRVIEW REAL ESTATE ASSOCIATION, 
a corporation organized january i, i909, under the laws op the 

State op , with a capital subscribed and paid in op 

$30,000.00, 

divided into 30 SHARES, EACH $I,000 PAR. 

Subscribers $30,000 .00 

For their shares of subscribed stock of The 
Fairview Real Estate Association. 

To Capital Stock $30,000 .00 

Issued to the subscribers, as per their 
subscriptions. 

Cash 30,000 .00 

Payments of subscribers for their sub- 
scnption. 

To Subscribers 30,000 .00 

Bein^ settlement for capital stock 
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Real estate $90,000 .00 

Purchased this day for speculative pur- 
poses. 

To Cash 

Part payment for improved property 



Jfart pj 
bought 



t this day. 

First mortgage 

For balance of purchase price of property 
bought with 6% interest. 

The association organizes and incor- 
porates the Fairview Club with 30 pro- 
prietary members (stockholders of the 
Real Estate Association) and 30 associate 
members, who have no proprietary in- 
terest, but enjoy all privileges without 
incurring any uaoilities. Annual dues to 
be $100.00. 

The association leases to the club their 
property, for the payment by the club of 
all taxes, betterments, interest, fixttires, 
etc. 

Cash 

Selling price realized on the sale of the 
property of the association. 

To Real Estate 

Sale of the improved property. 

First mortgage 

Settlement of mortgage issued at the time 
of purchase of real estate. 

To Cash '. 

The property being sold, the mort- 
gage IS now settled. 



LEDGER 

OP THB 

FAIRVIEW REAL ESTATE ASSOCIATION. 



30,000.00 



60,000.00 



110,000.00 



60,000.00 



110,000.00 



60,000.00 



Subscribers. 



To capital stock $30,000.00 By cash $30,000.00 



CAPITAL STOCK. 

By subscribers $30,000.00 

CASH. "■""■"■ 



To subscribers $30,000.00 

Real estate 110,000.00 



$140,000.00 



By real estate $30,000.00 

First mortgage. . . . 60,000.00 
Balance 50,000.00 

$140,000.00 



To balance $50,000.00 
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REAL ESTATE. 



To sundries $90,000.00 By cash $110,000.00 

g^Income 30,000.00 

$izo,ooo.oo $1x0,000.00 



FIRST MORTGAGE. 
To cash $60,000.00 By real estate $60,000.00 



INCOME AND REVENUE ACCOUNT. 
To surplus $20,000.00 By real estate $20,000.00 



SURPLUS. 



By income and revenue 

account $20,000.00 



BALANCE SHEET. 



Cash $50,000.00 Capital $30,000.00 

20,000.00 



Capital. . . 
durplus. 



$50,000.00 $50,000.00 



JOURNAL 

OP THB 

FAIRVIEW CLUB. 



THE FAIRVIEW CLUB 

ORGANIZED BT ThB FaIRVIBW RbaL EsTATB ASSOCIATION WITH 30 

PROPRIETARY MBMBBRS, AND 30 ASSOCIATB MBMBBRS. ANNUAL 

DUBS, $100. 

Cash $6,000.00 

Dues received from the 60 members of the 
club. 

To Dues $6,000.00 

Collected from the proprietary and asso- 
ciate members, each $100.00. 

The club agrees to lease the property of the 
Real Estate Association and m consideration 
of rent to pay all taxes, interest charges, re- 
pairs and improvements of the association. 
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Members (indiv.) $9,000.00 

For assessment of $300.00 each proprietaiy 
member 

To Assessment 9»ooo.oo 

Assessing the 30 proprietary members. 

Cash 7,500.00 

Collected of 35 members the assessment levied. 

To Members (indiv.) 7,500.00 

For cash assessment of $300.00 each, paid 
by the 25 proprietary members. 

Assessments 7,500.00 

According to a subsequent resolution of the 
association the responded assessment is cred- 
ited to the members individually. 

To Members 7,500.00 

Crediting each member individually with 
the responded assessment. 

Cash 3,000.00 

Collected another assessment, levied upon the 
proprietary members. 

To Assessment 3,000.00 

Proprietary members responded to a sec- 
ond assessment of $100.00 each. 

Assessment 1,500.00 

To Members (indiv.) 1,500.00 

This entry to dose the accotmts of the five 
members who failed to respond with the first 
assessment of $300.00 each. 

Expenses 13,500.00 

Taxes $1,800.00 

Interest on mortgage 3,600.00 

Repairs 1,000.00 

Improvements 3,000.00 

Furniture and fixtures 3,000.00 

General expense 500.00 

Help (employment) 1,600.00 

To Cash 13,500.00 

LEDGER 

OP THB 

PAIRVIEW CLUB. 
Dues. 



To income $6,000.00 By cash $6,000.00 
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CASH. 



To dues $6,000.00 By expense $13,500.00 

Members 7,500.00 Balance 3,000.00 

Assessment 3,000.00 

$16,500.00 $16,500.00 



To balance $3»ooo.oo 

M.£fMB£«RS« 



To Assessment $9,000.00 By Assessment $7,500.00 

Balance 7,500.00 Cash 7,500.00 

Assessment 1,500.00 

$16,500.00 $16,500.00 



By balance $7,500.00 

ASSESSMENT. 



To members $7,500.00 By members $9,000.00 

Members 1,500.00 Cash 3,000.00 

Income 3,000.00 

$12,000.00 $12,000.00 



EXPENSE. 
To sundries $13,500.00 By revenue $13,500.00 



INCOME AND REVENUE ACCOUNT. 



To expense $13,500.00 By dues $6,000.00 

Assessment 3,000.00 

Loss 4,500.00 

$13,500.00 $13,500.00 



DEFICIENCY ACCOUNT. 

To income account $4,500.00 

BALANCE SHEET. 



Cash $3,000.00 Members $7,500.00 

Deficiency 4,500.00 

$7,500.00 $7,500.00 
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Problem 20. 

(Following is one of the problems set by the New York Municipal 
Civil Service Commission at the fourth grade accountant examination held 
in New York.) 

The Consolidated Manufacturing Company is organized under the 
laws of the State of New York, with a capital of $2,5oo/xx>.ao, consisting 
of 10,000 shares of preferred, and 15,000 shares of common stock all of a 
par value of $100.00. 

The company has entered into contracts with the firm of Jones ft 
Jackson, and with the Independent Manufacturing Company for the pur- 
chase of their plants and other assets in consideration of $1,000,000.00 and 
$1,500,000.00 respectively, payable two-fifths in preferred stock and three- 
fifths in common stock. The liabilities of the vendors are to be assumed 
by the purchaser. The vendors agree to donate to the treasury of the 
Consolidated Company 15 per cent, of the common stock received by them 
to furnish additional working capital 

500 shares of the stock so donated are sold from the treasury at $40.00 
'per share. $500,000.00 of first mortgage bonds are issued and sold at 90, 
the purchaser receiving with each bond a bonus of 15 per cent, in common 
stock. 

Below are given the balance sheets of the vendors. Frame the closing 
entries for the books of Jones and Jackson, and the opening entries for 
the Consolidated Company, and prepare balance sheet for the latter. 
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Solution. 

Journal Entries to Closb Books op Jonbs and Jackson 

Consolidated Manufacturing Company $53 7 ,000 . 00 

To real estate and buildings $346,000 .00 

Plant 137,000.00 

Cash 28,000.00 

Bills receivable 76,000 .00 

Accounts receivable 43,000 .00 

Horses, wagons and harness 7,000 . 00 

Transfer of existing assets to Consoli- 
dated Manufacturing Company as per 
contract. 

Consolidated Manufacturing Company 5 13 ,000 . 00 

To Goodwill 513,000.00 

Excess valuation represented by 
Goodwill, transferred to Con- 
solidated Manufacturing Com- 
pany, as per contract. 

Bills payable 50,000 .00 

To Consolidated Manufacturing Com- 
pany 50,000 . 00 

Assumption of existing liability on 
outstanding notes, by Consoli- 
dated Manufacturing Company, 
as per contract. 

Preferred Capital Stock 400,000 . 00 

Common Capital stock 600,000.00 

To Consoudated Manufacturing Com- 
pany x,ooo,ooo . 00 

Representing the receipts of 4,000 
snares of preferred capital stock 
and 6,000 shares of common 
capital stock, par value of each, 
$100, from the Consolidated 
Manufacturing Company, in 
settlement of purchase contract. 

Goodwill 5x3,000.00 

To Jones* drawing account 256,500 . 00 

Jackson's drawing accotmt 256,500.00 

Representing the transfer of the 
excess valuation placed on the 
assets of our firm by the Con- 
solidated Manufacturing Com- 
pany. 
Jones' drawing account 248,500.00 
ackson's drawing account 251,500.00 

To Jones' capital account 248,500.00 

J ackson's capital accotmt 25 z ,500 . 00 

Representmg the transfer of the 
drawing account to the capital 
accotmt in order to dose the 
former. 

Jones' capital account 548,500.00 

Jackson's capital account 451,500 . 00 

To Preferred capital stock 400,000 . 00 

Common capital stock 600,000 . 00 

Representing the closing of the 
capital account as the stock is 
issued to the individual owners 
of the busine.%. 
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Journal Entries to Open Books op Company 

THE CONSOLIDATED MANUFACTURING COMPANY 

Incorporated Under the Laws of the 

State of New York with an 
AUTHORIZED CAPITAL 

OF 

$3,500,000.00 

Divided into 

10,000 shares of preferred stock, 

15,000 shares of common stock, 

par value, $100.00 each 

Plant and sundry assets $2,590,000 .00 

To Tones and Jackson $1,050,000.00 

Independent Manufacturing Com- 

dany 1,540,000.00 

For the transfer to this company 
by the above mentioned ven- 
dors their right, title and in- 
terest in all the assets, includ- 
ing Goodwtil, fully set forth in 

the bill of sale, dated 

purstiant to the resolution of 
the Board of Directors, re- 
corded in minute book, page . . . 

Tones and Jackson 50,000 .00 

independent Manufacturing Company. ... 40 ,000 . 00 

To Sundry liabilities 90,000 .00 

Representing asstunption of the 
liabilities of the respective 
firms, mentioned above, by the 
Consolidated Manufacturing 
Company, in part consideration 
for assets acquired. 

Tones and Jackson 1,000,000 .00 

Independent Manufacturing Company. . . . z ,500,000 . 00 

To Preferred capital stock i ,000,000 . 00 

Common capital stock 1,500,000 . 00 

For 4,000 shares of preferred 
capital stock and 6,000 shares 
of common capital stock issued 
to the firm of Jones and Jack- 
son and 6,000 shares of pre- 
ferred capital stock and 9,000 
shares of common capital stock 
issued to the Independent 
Company in final payment for 
assets bought, as per bill of 
sale dated 
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Real estate and buildings $6i 1,000 . 00 

Plant 389,000.00 

Cash 76,000 .00 

Bills reoeivable z i t,ooo .00 

Accounts receivable 158,000 .00 

Horses, wagons and harness 16,000.00 

Goodwill 1,227,000.00 

To Plant and sundry assets $2,590,000.00 

For the purpose of placing the 
respective assets, under appro- 
priate headings, on the books of 
the company. 

Sundry liabilities 90,000 . 00 

To Bills payable 50,000.00 

Loans 40,000.00 

For the purpose of placing the 
respective liabilities, under ap- 
propriate headings, on the 
DOOKS of the company. 

Treasury stock 150,000 . 00 

To Reserve for Working Capital 150,000 . 00 

Representing 1,500 shares of 
common capital stock donated 
to the company by the stock- 
holders. 

Cash 20,000 . 00 

Reserve for working capital 30,000 . 00 

To Treasury stodc 50,000.00 

Representing the sale of ^00 
Glares of common capital 
stock held in the treasury at 
$40.00 per share. 

Cash 450,000 . 00 

Discoxmt on bonds 50,000 . 00 

Reserve for working capital 75tOoo . 00 

To First mortgage Ixmds payable 500,000.00 

Treasury stodc 75,000.00 

Representing the issue and sale 
of $^00,000.00, first mortgage 
bond!s at 90, and also the issue 
of 750 shares of common stock, 
held in the treasury, as a bonus 
on the sale of the bonds. 
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Accountancy Problems and Solutions. 

Problem 21. 
(Ohio Elxamination, March, 1910.) 

You have made an audit of the books of The Alpha Water Company 
of Delta, under instructions from The Zed Trust Company. 

They expect you not only to make an audit and furnish them with the 
usual report thereon, hut ask you to make a thorough examination of the 
business, and make such criticisms, and call their attention to such facts, 
as will enable them to determine their policy in reference to their loan. 

The following is a trial balance from the general ledger of the company: 

Trial Balance of The Alpha Water Company, December 31, 1909. 

Plant, Franchises, etc $970,000.00 

Consolidated Mortgage Bonds in Escrow to re- 
tire prior issue 205,000.00 

Bonds pledged with The Zed Trust Co., as 

collateral for loan 250,000.00 

Cash — ^Last days collection not deposited 500.00 

Petty Cash Fund 100.00 

Cash in Bank 8,2oaoo 

Controlling Accounts Receivable: 

Meter Rate Ledger Accounts in Dr. $5,000.00 

Meter Rate Ledger Accounts in Cr. 500.00 

4,500.00 

Flat Rate Ledger Accounts in Dr. 100.00 

Flat Rate Ledger Accounts in Cr. i5aoo 

$50.00 

Inventory Account 3,100.00 

Persona] Account— A 5oaoo 

Persona] Account — B 2,000.00 

Controlling Accounts Receivable: 

Meter Sales Ledger 200.00 

Meter Repairs Ledger 50.00 

Miscellaneous Accounts Receivable 60.00 

Prepaid Insurance loaoo 

Meter Rate Earnings — ^Accrued 3,000.00 

Flat Rate Earnings — Prepaid x,5oaoo 

Mortgage Bonds: 

Consolidated Mortgage Bonds... $500,000.00 

Prior Mortgage Bonds 205,000.00 

705,000.00 

Guarantee Deposits— to guarantee meter bills. . 800.00 

Bills Payable — as per schedule 2io,ooaoo 

Accounts Payable 20,5oaoo 

Profit and Loss Account — Surplus at January 

I, 1909 3,ooaoo 
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Capital Stock 500,000.00 

Bond Interest Accrued 1,000.00 

Unpaid Payroll 5oaoo 

Interest Accrued on Bills Payable 900.00 

Taxes Accrued 2,500.00 

Construction Account 2,000.00 

Land Rental Accrued 200.00 

Meter Account — Profit from sale of meters 1,200.00 

Meter Repairs — Profit paoo 

Discounts — ^Taken 20.00 

Hydrant Rental 8,000.00 

Meter Rate Earnings 50,000.00 

Flat Rate Earnings 9,400.00 

Miscellaneous 1,000.00 

Interest on Bonds 12,500.00 

Interest on Bills Payable 12,600.00 

Insurance 150.00 

Wages — Pumping Station 6,500.00 

Fuel 12,000.00 

Repairs to Machinery 1,300.00 

Oil Packing and Waste 150.00 

Repairs to Buildings loaoo 

Repairs to Tools 150.00 

Miscellaneous Pump House Expense 600.00 

Repairs — ^Water Supply 250.00 

Repairs^— Pipe System 1,650.00 

Office Expense 1,300.00 

Office Rent 600.00 

Salaries of Management 7,000.00 

Stationery, Printing and Postage 250.00 

Stable Expense 300.00 

Miscellaneous Expense 1,150.00 

Maintenance and Operation of Filtration Plant 3,500.00 

Maintenance and Operation of Stand Pipe 100.00 

Taxes 5,ooaoo 

$1,515,960.00 $1,515,960.00 



Schedule of Bills Payable, 
The Zed Trust Co. $190,000.00 

Demand note at 6% interest 
The Delta National Bank 10,000.00 

Note due February i, 1910 $5,ooo 

Note due March i, 1910 5,000 

Both for four months at 6% 
The National Filtration Construction Co 10,000.00 

Note for one year— due March i, 1910, at 6% 

$210,000.00 
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The company furnishes water to consumers on meter connections which 
are payable on readings at the end of every three months; also to other 
customers at flat rates payable in advance every six months. 

The company buys meters and sells to users at some increase over cost 

The company keeps meters in repair and makes repair charges to con- 
sumers. 

The company, under its franchise, furnishes free water for all municipal 
and charitable purposes, except a fixed rental per annum for each fire 
hydrant, for which the city pays. 

The franchise provides that when the annual gross earnings from water 
shall equal $65,000 the company shall pay into the treasury of the dty one 
per cent, of such gross earnings. No such payment has been provided for. 

Your audit has revealed the fact that water rates accrued are greater by 
$2,000.00 than shown on the books, as per the above trial balance. 

You have also found, not set up on the books, current unaudited invoices 
payable chargeable to the year 1909, as follows: 

Chargeable to Construction $i,ooaoo 

Machinery Repairs 150.00 

Fuel 300.00 

Total $1,450.00 

You have, in the course of your examination figured the duty on the 
pumping engines, and have found that as compared with the average well 
equipped plant such engines have only 50% of the efficiency of the more 
modem pumping engines. 

Prepare a balance sheet in detail and a condensed balance sheet. 

Prepare an income and expense account in detail and a condensed 
income account 

Indicate as well any supporting schedules you would make supporting the 
balance sheet or income account. 

Cover in your report such matters, under the instruction from your 
clients, to which you deem their special attention should be directed, and 
make such suggestions to them as your examination would warrant, giving 
good reasons for any criticism or suggestions you may have to make. 
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Solution. 

BALANCE SHEET 

The Alpha Water Company of Delta 

(December 31, 1909) 
Assets: 
Cost op Property — Plant, Fran- 
chise: 

Book Value, January i, 1909 $970,000.00 

New Construction during the 

year— Schedule 3,000.00 $973,000.00 

Bonds: 
Bonds Alpha Water Co.— Held 

in Escrow 205,000.00 

Bonds Alpha Water Co.— 

Pledged as Collateral 250,000.00 455,000.00 $1,428,000.00 

Cash: 

In Bank 8,200.00 

Petty Cash Fund 100.00 

On Hand for Deposit 300.00 8,600.00 

Accounts Receivable: 

Meter Rate Ledger 5,000.00 

Flat Rate Ledger 100.00 

Meter Sales Ledger 200.00 

Meter Repairs Ledger 50.00 

Miscellaneous Accounts Receiv- 
able 60.00 

Personal Account B 2,000.00 7,410.00 

Accrued Accounts Receivable: 

Meter Rates Accrued 5,000.00 

Land Rent Accrued 200.00 5,200.00 

Unexpired Insurance 100.00 

Inventory— Schedule 3,100.00 24410.00 

Total Working Assets $1452410.00 

Liabiuties: 
Capital Stock $500,000.00 

MiMtTGAGE Debt — Consolidated 
Mortgage : 

Bonds $500,000.00 

Prior Mortgage Bonds 205,000.00 705,000.00 

Total Capital & Mortgage Debt $1,205,000.00 

Bills Payable — Schedule 210,000.00 

Accounts Payable: 

Unpaid vouchers — Schedule 21 ,950 . 00 

Meter Rate Ledger— Cr. Balances 500 . 00 

Flat Rate Ledger— Cr. Balances. 150.00 

Unpaid Pay Rolls 500.00 

Personal Account — ^A §00.00 

City of Delta— I % franchise tax 694.00 24,294.00 
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Accrued Accounts : 

Bond Interest Accrued 1,000.00 

Interest Accrued Bills Payable . 900.00 

Taxes Accrued 2,500.00 4400.00 

Prepaid Water Bills— Flat Rate 

Ledger 1,500.00 

Guaranteed Deposits 800.00 

Total Working Liabilities 240,991.00 

Surplus 6,410.00 

$1,452410.00 



CONDENSED BALANCE SHEET 

The Alpha Water Company op Delta 

(December 31, 1909) 

Assets : 
Total Invested and Deferred Assets : 
Excluding Bonds Pledged and Held in 

Escrow $973,000.00 

Total working assets 24410.00 $997410.00 

Liabilities: 

Capital Stock 500,000.00 

Bonds — Prior Issues $205,000.00 

Bonds — Consolidated Mortgage 500,000.00 

705,000.00 
Less— Bonds Pledged... $250,000.00 

Bonds in Escrow. 205,000.00 455,000.00 250,000.00 

Total Capital & Mortgage Debt 750,000.00 

Total working liabilities 240,994.00 990,994.00 

Surplus $6416.00 



INCOME ACCOUNT 
The Alpha Water Company of Delta 

(For year ending December 31, 1909) 

Income : 

From Sale of Water— Meter Rates $52,000.00 

From Sale of Water — ^Flat Rates 9400.00 

From Sale of Water— Fire Hydrants.. 8,000.00 $69400.00 

Meter Sales 1,200.00 

Meter Repairs 90.00 

Discounts Taken 20.00 

Miscellaneous Earnings (as per schedule) 1,000.00 

Gross Earnings $71,710.00 
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Expenses: 
Operation — Pumping Station : 

Wages $6,500.00 

Fuel 12,300.00 

Repairs to Machinery 1,450.00 

Repairs to Buildings 100.00 

Repairs to Tools 150.00 

00 Waste & Packing 150.00 

Misc. Pump House ^cpense. 600.00 21,250.00 

Repairs Pipe System 1,650.00 

Repairs Water Supply 250.00 

Operation & Maintenance Filtration Plant 3,500.00 

Maintenance of Stand Pipe 100.00 

Stable Expense 300.00 27,050.00 

General Expenses: 

Office Expense 1,300.00 

Office Rent 600.00 

Salaries of Management 7,000.00 

Stationery, Printing & Postage 250.00 

Miscellaneous Expense— Schedule 1,150.00 10,300.00 

Total Operating Expense 37*35o.oo 

Taxes $5,000.00 

Insurance 150.00 S150.00 

Total Operation, Taxes, Insurance. . 42,500.00 

Net Earnings from Operation 2g,2io.oo 

Interest on Funded Debt 12,500.00 

Interest on Unfunded Debt 12,600.00 

I per cent Franchise Tax 694.00 25,794.00 

Net Income for 1909 3,416.00 

Surplus— Forwarded January i, 1909 3,000.00 

Suiplus— December 31, 1909^ as per Balance 
Sheet $61416.00 

Note : — No provision made for depreciation. 



CONDENSED INCOME ACCOUNT 
The Alpha Water Company 

(December 31, 1909) 
Ivoome: 

Earnings from Sales of Water $69400.00 

Earnings from Other Sources 2,310.00 

Gross Earnings $71,710.00 

Expenses. 
Total Operating Expenses, Taxes & Insurance 42,500.00 

Net Earnings from Operation 29,210.00 

Interest on Funded Debt 12,500.00 

Interest on Unfunded Debt 12,000.00 

I per cent Franchise Tax 694.00 25,794.00 

Net Income $3416.00 
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Problem 22. 

(lUinoit Elxamination, May, 1910.) 



/ 



A, B and C engage in business, A contributing $10,000 capital; B 
$5,000, and C undertakes to take the active management at a salary of 
$3,000 a year, to be paid to him monthly. After providing 5 per cent 
interest on capital they are to divide the n^Uxaubs in the proportions 
of 5> 3> aind 3. At the end of 18 months they ascertain the position to 
be unfavorable and decide to wind up. The assets are agreed to be 
worth $12,500^ of which A takes $io,ooa and B $2,5oa There are no 
liabilities except for the capital and simple interest thereon, and one 
month's salary due C. State the position of the three partners to each 
other. 

Solution. 

Ascertainment of profit or loss for the period, before charging interest on 

capital 

Joint Capital Account of A, B, and C 



To ^ital at end |i2,500.oo 

yj^cash, salary 1 7 mos. 4,250 . 00 

$16,750.00 



By capital at beginning. |i5,ooo.oo 
" profit for period. . . . 1,750.00 

116,750.00 



Profit and Loss Account at End of Period 



To Partners' Interest: 

A, 5%, 18 mos. on 
$10,000 I750 

B, 5% 18 mos. on 

I5.000 375I1.125.00 

C, salary for 1 8 mos 4,500.00 

15,625.00 
To balance fVd $3>875oo 



I3.875.00 



By profits $1,750.00 

'' balance, net loss 3,875.00 



$5»625 00 

By Division of Net Loss: 

A's share, 5-10 $it937-50 

B's share, 3-10 1,162.50 

Cs share, 2-10 775.00 

$3»875.oo 
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A's Capital Account 



To assets taken over $io»ooo.oo 

" io68» 5-IO shares if937-50 



I". 937. 50 



To balance $1,187.50 



By investment . . 
" interest, 5%. 
" balance 



$10,000.00 
$".937 SO 



B*s Capital Account 



To assets taken over $2,500.00 

" loss, 3-10 shares 1,162.50 

" balance 1,712.50 



$5,375 00 



By investment . . 
" interest, 5%. 



. . . $5,000.00 
375.00 

$5>375 00 
By balance $1,712.50 



Cs Capital Account 



To salary paid, 17 mos . 
'* loss, 2-10 share 



$4,250.00 
775 00 

$5,025.00 



To balance $525.00 



By salary, 18 mos. 
*' balance 



$4,500.00 
525.00 

$5,025.00 
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Problem 23. 

(New York Elxaininatioii, June, 1910.) 

The Homes Realty Company was oxganized January z, 1906, to 
own and sell suburban lots, and is operated by a manager under an 
agreement of which the following is a digest: 

The company is to furnish and maintain offices at New York and at 
the site of the company's property in the suburbs of Philadelphia, and 
also to pay salaries of clerks^and salesmen. The manager is to receive 3 % 
commission on the sales. 

The property is to be reappraised at the beginning of each year, by 
adding to the account 4% on the book figure of the property unsold at 
the beginning of the preceding year, and by adding the amount of any 
losses which may have occurred in the preceding year, such additions for 
losses to be canceled in subsequent years if they are made up by profits. 
The figures so added shall be prorated over the remaining lots for sale, 
and the manager is bound not to sell any property at less than the book 
figure. 

The books have been kept for two years without adjusting and closing 
entries and the accounts show the following figures at December 31, 1907 : 

Property accoimt (original purchases of 1,000 lots of equal 

value) '. $400,000.00 

Capital stock » 400,000.00 

New York office expense 3f085 . 00 

Philadelphia office expense 5,178. 3a 

Salesmen's salaries ^ 17,500.00 

Sales, 220 lots for i z 1,425 .00 

Deposits on account of sales not yet closed 2x5. 00 

Mortgage held on property sold 38,000.00 

Cash 49,096.43 

Creditors' accounts (for office supplies) 643 . 75 

Interest on mortgages received 576 . 00 

There is also an amount of $125.00 interest due and not received, 
and $235.00 accrued interest on mortgages at December 31, 1907. 

These figures for expenses and sales appear up to December 31, 1906: 

New York office expense '»435 • 00 

Philadelphia office expense 31647 • 8a 

Salaries of salesmen 8,500 . 00 

Sales, 60 lots for 29,000.00 

Prepare a detailed exhibit of operations, also balance sheet as at the 
beginning of the third year, with exhibit of the property account. 
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Homes Rbaltt Compant 

RzmBiT C 

Balance Sheet January i, igo8 

A88BTS 

Cash <m hand and in bank f49»09^*43 

Mortgage receivable 38,000.00 

Interest " Due $125.00 

Aocrned 335*00 360.00 

P r ope r t y account, as per Exhibit B $343,633.47 

Less reserve for earnings on investment 31,633.47 313,000.00 

Total assets $399t45<^-43 

Deficit 4.745 07 

$404,301.50 

LlABILITIBS 

Accounts payable $643-75 

" (manager) 3.34275 

Deposits on sales 315.00 

Total $4,301 .50 

Capital Stock 

Authorised issue ($ ) 

Issued and outstanding 400,000.00 

$404,301.50 
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Problem 24. 
(New York ExanunatioD, June, 1910.) 

The trial balance of the Vincent Manufacturing Company as of 
December 31, 1906, is given below. Inventory December 31, 1906, 
190,000.00. 

Prepare a statement of profit and loss and income, showing (a) cost 

of manufacture, (b) cost of selling, (c) cost of administration, (d) net 
profit (e) surplus. 

TRIAL BALANCE 

Discounts, trade $4,030.00 

Entertainment of customers 2,000.00 

Machinery inventory December 31, 1906. . . 40,000.00 

Tools, inventory December 31, 1906 8,500.00 

Patents inventory December 31, 1906 21,000.00 

Patterns inventory December 31, 1906 12,400.00 

Merchandise consumed 410,000.00 

-* Bills receivable 3,050.00 

^ Accounts receivable 250,000.00 

Insurance : 

Machinery, tools and patterns 500.00 

Merchandise 650.00 

Employer's liability premiums 4,000.00 

Taxes, personal property 1,000.00 

Interest, general 4,470.00 

- Cash 45,000.00 

Labor, productive 300,000.00 

Labor, unproductive 35,000.00 

Power 21,000.00 

Repairs, machinery 1,310.00 

Factory expenses 3,010.00 

Office pay roll 18,000.00 

Inventory January i, 1906 75,000.00 

^/Merchandise sales $1,048,500.00 

Allowances 10,900.00 

Office furniture and fixtures 5,700.00 

Salaries, officers' 15,000.00 

Postage 2,000.00 

Telegrams and telephones 1,800.00 

Collection and exchange 700.00 

Stationery and printing 3,050.00 

Freight, in " 23,000.00 

Freight, out 10,000.00 

Cartage and express, in 3,750.oo 

Bonding of employees (office) 250.00 

Traveling expense (salesmen) 17,500.00 

Salesmen's commission and salaries 40,000.00 
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Bills payable ^99i05o . oo 

Accounts payable 43,000.00 

Surplus 43,520.00 

Capital stock 300,000.00 

Directors' fees $1,500.00 

Cartage, out 4,300.00 

Discounts, trade 6,300 .00 

nr Return sales account 41,000 . 00 

$1,440,370.00 $1,440,370.00 

Solution. 

Thb Vincbnt Manufacturing Company 

Income and Profit and Loss Statement for the Period Ending December 31, 

1906 

Gross sales $1,048,500.00 

Less return sales 41,000.00 $1,007,500.00 

Deductions from sales: f ^ 

Trade discounts u ,\ $4,030.00 

Allowances 10,900.00 

Cartage outward 4,300.00 

Freight. . Ai 10,000.00 

Total deductions from sales 29,230.00 

Amount realised from sales $978,270.00 

Cast cf Manufacture: 
Prime Cost: 

Raw material consumed $410,000.00 

Freight inward 23,000.00 

Cartage and express inward 3,750.00 

Gross cost of materials $436,750.00 

Less increase in inventory: 

Inventory, i2/3i/'o6 $90,000.00 ^ 

" i/i/'o6 7 5,000.0 0. 

\ $15,000.00 

' Trade discounts 6,300.00 21 ,300.00 

Cost of materials f4i5t450.oo 

Productive labor 300,000.00 

Total prime cost $7i5»45o.oo 

Factory overhead charges: 

Unproductive labor $35,000.00 

Power 21,000.00 

Factory expenses 3,010.00 

Repairs to machinery 1,310.00 

Total factory overhead charges 60,320.00 

-^•^^ Cost of production <775 ,77o.oo 

Gross profit on sales $202,500.00 

Cost of Sales: 

Salesmen's conmussions and salaries $40,000.00 

" traveling expenses 17,500.00 

Entertainment of customers 2,000.0 59,500.00 

Sdling profit $1 43,000.00 
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Cost oS AdministraHan: 

Officers' salaries $15,000.00 

Qerks* " 18,000.00 

Telegrams and telephones 1,800.00 

Postage 2,000.00 

Collection and exchange 700.00 

Stationery and printing 3,050.00 

Bonding of employees, office 250.00 

Director's fees 1,500.00 

X^*^ Total administration expenses $42,300.00 

I Income from sales $100,700.00 

V Chaiges against income: 
\ nln^irance: 

xJ Machinery, tools and patterns. . . $500 . 00 

n Merchandise 050.00 $1,150.00 

^Employer's liability premiums 4,000.00 

Interest, general 4,470.00 

Taxes, personal 1,000.00 

Total chaiges against income 10,620.00 

Net Profit $90,080.00 

Surplus January i, 1906 43*520.00 

Surplus January 2, 1907 $133,600.00 



Thb Vincent Manufac^turing Company 

Balance Sheet, December 31, 1906 

Assets 

Machinery, at inventory value $40,000.00 

Tools, " " " 8.500.00 

Patents, " " " 21.000.00 

Patterns, " " " 12,400.00 

Office furniture and fixtures, at inventory value 5i70o . 00 $87,600 . 00 

Inventory $90,000.00 

Notes receivable $3,050 

Accounts " 250,000 253,050.00 

Cash on hand and in bank 45,000.00 388,050.00 

$475>650.oo 

lAabiMtUs 

Notes payable $99*050.00 

Accounts " 43,000. 00 $142.050. 00 



CapUal and Surplus 

.$200,000.00 
. 133,600.00 

$475,650.00 



Capital stock, issued and outstanding $200,000.00 

Surplus as per statement of profit and loss 133,600.00 333,600.00 
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Problem 25. 

(New York Elxaminatioii, June* 1910.) 

A partnership was formed Jtdy z, 1907 to act as factory selling 
agents* with capital invested by A, $5,000.00; B, $7,000.00; C, $8,000.00; 
profits and losses to be shared in proportion to original capital invest- 
ments, no interest to enter into partners' accounts. 

On December 31, 1909, the books, which had been badly kept, showed 
the following balances, which were not disputed by any of the partners: 
A, net credit, $3,000.00; B, net debit, $3,370.00; C, net credit, $4,650.00; 
cash in banks and on hand, $804.20; expense debit, $4,550.00; interest 
credit, $250.00; accounts receivable, factories, $3,240.00; investment 
account, $12,000.00. 

The firm holds a ntunber of one year sales contracts, under which 
the minimum guaranteed will net $15,000.00 in commissions, although 
it is believed that the amount may run to $20,000.00. The factories 
make shipments to customers direct and send monthly statements to 
A, B and C of shipments and commissions. The investment account 
represents holdings at par of 75% of the capital stock of a company on 
whose books at the end of 1909 appears a deficit of $2,700.00. 

A and B have agreed to sell their interest in the business at Decem- 
ber 31, 1909, including the firm name, to C for 200 cents on the dollar, 
taking notes covering eighteen months. 

Prepare a statement showing the settlement between partners at 
December 31, 1909, and a balance sheet as at January i, 1910, of A, 
Band C. 
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Problem 26. 

(New York Examination, June, 1 910.) 

The Patent Specialty Company was oi^anized July i, 1907, with 
a capital of $100,000.00, to manufacture novelties. The following 
transactions occurred: 

Jtdy I, 1907, one-half of capital stock was subscribed and issued, 
10% being called and paid on that date in cash. Legal and other 
incorporation expenses, amounting to $500.00, were paid. 

Atigust ao, 1907, patent, covering novelty, was purchased for 
$50,000.00, payable one-half in stock and one-half in cash; the stock 
was issued and delivered, $2,000.00 paid in cash and note given for bal- 
ance, due in one month, 6% interest. The patent was subject to royalty 
rights, granted to the Novelty Company, which terminated at date of 
purchase. All accrued royalties were to pass with patent and no royalty 
rights were granted by the Patent Specialty Company. 

August 37, Z907, the Village Board of Trade donated a lot, valued 
at $5,000.00, in consideration of agreement to erect and equip a plant 
at cost of not less than $35,000.00. 

September 13, 1907, a further call of 70% was paid. The note was 
paid at maturity. 

December 31, 1907, the following facts existed: 

Payments on accotmt of salaries, interest, insurance, etc., amounted 
to, $3,350.00, with $350.00 accrued; contracts for construction and 
equipment amounting to $35,000.00 had been given, which were 75% 
completed and 40% paid; royalties amounting to $3,735.00 had been 
received and $190.00 was accrued. 

Prepare journal entries to cover foregoing and statement to display 
financial condition at December 31, 1907. 
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Solution. 



The Patent Specialty Co.— Journal Entries 
July I, 1907 

The Patent Specialty G)., incorporated under the 
laws of the State of New York, with an author- 
ized capital of One hundred thousand dollars 

($100,000), divided into.' shares of the par 

value of dollars ($ ), each. 

Date of incorporation 1907 

Date of organization July i, 1907 

Subscription, Dr. $50,000.00 

To Subscribed Capital Stock. Cr. 

Cash, Dr. 5,000.00 

To Subscription, Cr. 

shares of the capital Stock subscribed to 

per subscription list accepted by the directors 

vide minute no for which certificates have 

been issued, and 10% of amount subscribed, 
caUed and paid. 

Organization expenses, Dr. .500.00 

To Cash, Cr. 

Legal, and other incorporation expenses paid. 



$50,000.00 



SJOOOXM 



5oaoo 



August 20, 1907 

Patent, Dr. 

To Vendor, Cr. 

For patent covering novelty purchased by the di- 
rectors in accordance with the terms of Bill of 

Sale dated and entered on minute book, vide 

minute no 

Vendor, Dr. 

To Subscribed Capital Stock, Cr. 
" Cash, 
" Note Payable, 

In settlement of amount due him on account of 
purchase of above patent there have been issued 

to him shares of the capital stock of this 

company, full paid and non-assessable. Cash to 
the amount of $2,000 has also been paid him 
and a note for $23,000 payable in one month from 
date hereof, and bearing interest at 6% per an- 
num has been executed and delivered. 
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August 27, igoy 
Real Estate, Dr. 

To Surplus, Cr. 

Value of lot donated by the Village Board of 
Trade in consideration of agreement to erect 
and equip a plant at cost of not less than $25,000 
which agreement has been executed by the direc- 
tors and deed delivered. 



$5,000.00 



$5,ooaoo 



September 13, 1907 

Cash, Dr. 

To Subscription, Cr. 

In payment of a call of 70% of amount subscribed 

made by the directors vide minute no 



35*000.00 



35,ooaoo 



September ao, 1907 
Note Payable, Dr. 

Interest on Note, " 

To Cash, Cr. 

In payment of Note issued August ao^ 1907, with 
interest at 6% per annum. 



23JOOOJOO 

115.00 



23.115x10 



December 31, 1907 

Plant Construction, Dr. 26,250.00 

To Contractors, Cr. 26^25000 

For 70% of contract price, $35,000, of plant and 
equipment to be erected, which proportion is 
complete. 

Cash, Dr. 2,725.00 

Royalties accrued, " 190.00 

To Royalties, Cr. 2,915x10 
Royalties received and accrued. 

Contractors, Dr. 14,000.00 

Sundry expenses, ** 2;2S0J0O 

To Cash, Cr. i(S^5aoo 
Payments to contractors, and for salaries, interest, 

and insurance, etc. 

Sundry expenses, Dr. 250.00 

To Accrued Expenses, Cr. 250410 

Salaries, interest, insurance, etc., accrued but not 

paid. 

Patent, Dr. 115.00 

To Interest on Note, Cr. 115.00 
Interest paid on note dated August 20, 1907, added 

to purchase price. 

Royalties, Dr. 2,915.00 

To Patent, Cr. 2,915.00 
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Royalties accrued on Patent purchased deducted 

from purchase price. 
Organization expenses, Dr. $2,500.00 

To Sundry Expenses. Cr. $2,500.00 

Interest, insurance, salaries, etc., incurred to date. 

The Patent Speoalty Ca— Balance Sheet^ Dbcembd 31, 1907 

ASSETS 

Real Estate $5,000.00 

Plant Construction, value of work completed (75% of contract 

price) 26,250.00 

Patent 47,200.00 

Organization Expenses j,ooo.oo 

Cash on hand and in hank 860.00 

Royalties accrued igoxx) 

$82,500.00 

LIABILrriES 

Simdry accrued expenses, salaries, insurance, etc $250.00 

Contractors, amount due them 12,250.00 

$12,500.00 

Capital Stock, authorized %ioo/xx>joo 

Less Stock unissued 25,ooaoo 

Subscribed Capital 75.ooo.oo 

Less amount uncalled 10,000.00 

Outstanding Stock 65,000.00 

Surplus 5>ooo.oo 

$82,500.00 
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Problem 27. 
(New York Examination, June, 1910.) 

There were purchased December 31, 1907, $100,000 of Brownsville 
4)'8 for $103^9443 ex. interest. 

On June 30, 1909, half of the bonds were sold for $52418.55 ex. 
interest. 

Given that the bonds are semi-annual and that the price paid is such as 
to net the investor the nominal rate of 4% per annum, that is 2% semi- 
annually, determine the profit made from the sale and the interest rev- 
enue for the two years ended December 31, 1909. Give an analysis of 
the Bond Ledger account as it would appear at the close of business 
December 31, 1909. 

Solution. 

Bond Ledger 

Bond Ledger Account 

$100,000 Brownsville 4^*8 of to net 4% interest 



Date 


Description 


Dr. 


Cr. 


Balance 


1907— Dec 31 

1908— June 30 

Dec 31 

1909— Jtme ^ 

Dec 31 


Purchased of X& Co. 

Amortisation 
»» 

SoldtoY&Co. 
Amortisation 


$103.39443 


$182.11 
185.75 
189.47 


$103,212.32 
103,026.57 
102,837.10 

51.418.55 
51,321.93 



Dr. 



General Ledger 
Bond Sales 



Cr. 



Date 




Amount 


Date 


Description 


Amount 


1909 
June 30 


Brownsville 4^*8 
Profit ft Loss a|c 


$51,418.55 
1,000.00 


1909 
June 30 


Proceeds 

teo.000 

104.8371 % 


$52,418.55 




$52,418.55 


$52,418.55 


1 




1 
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Jane 30 To bond amorticatioii $183 . 1 1 
Oecai " " " 185.75 



1908 
Jane 
Dec 
1909 

lane 30 " " 
Dec 31 " " 
• Profit&Lossalc 



96.63 
7»3ai .04 



>7»875 0o 



1908 

June 30 By cash 

Dec. 31 '^ " 

1909 

one 30 " " 

^ 31 " " 



$3»350.00 

2,a5o.oo 

2»350.OO 
IJ35.OO 



>7.875>oo 



Profit and Loss Account 



1909 

June 30 By bond sale $1,000.00 

Dec. 31 '' interest 7^21 .04 

18,331.04 



Analytical Singlb Column Schedule 



Bond purchase, $103,394.43 
Income rate, 2% + 2,067.89 



Cash rate, 2ji% - 



105,462.32 
2,250.00 

103,212.32 
2,064.25 

105.276.57 
2,250.00 

103,026.57 
2,060.53 

105,087.10 
2,250.00 

102,837.10 
5Mig'S5 

51418.5s 
1,028.37 

52446.92 
1,125.00 



Balance, Dec. 31, 1909 - $51,3^1.92 



Bond sale, 50% - 
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Problem 28. 

(New York Examination, June, 1910.) 

THE RICHARDSON ENGRAVING AND PRINTING COMPANY 

The Richardson Engraving and Printing Company, a corporation 
having an authorized capital stock of $50,000.00, owned by William 
Richardson, $10,000.00; Silas Johnson, $15,000.00, and Thomas Acton, 
$35,000.00. 

The plant was destroyed by fire September 23, 1908. All the books 
and records were saved except the sales records, which were not written 
up for September. The insurance companies paid $a8,ooo.oo on the 
plant and $7,000.00 on the stock, which was distributed to the stock- 
holders as received in proportion to their holdings. Cash was received 
from September sales amounting to $13,500.00. On September 30, the 
trial balance disclosed the following condition: 

Capital stock $50,000.00 

Plant $30,000 . 00 

Stock on hand June i, 1908 8,750.00 

Accounts receivable 19,640.00 

Accounts payable , 12,590.00 

Reserve for bad debts 1,250.00 

Insurance adjustment 28,000.00 

Cash 3,900.00 

Engraving 77,600.00 

Printing 99t350-©o 

September sales, not allocated 24,175 .00 . 

Merchandise purchases 58,800 . 00 

Wages 130,180.00 

Rent 1,800.00 

Salaries 5,750 . 00 

Profit and loss surplus 855 . 00 

William Richardson 7,000.00 

Silas Johnson 10,500 .00 

Thomas Acton 17,500.00 

$293,820.00 $293,820.00 

The accounts receivable realized $18,320.00, and the liquidation ex- 
penses were $1,850.00. The stockholders turned in their stock for can- 
cellation and received their proportionate amount of cash. Prepare 
journal entries closing the books of the corporation and a profit and loss 
account. 

Solution. 

Thb Richardson ENcaAViNc Co.— Journal Entsies to Close Books 

September 30, 1908 
Insurance Adjustment, Dr. $30,000.00 

To Plant, Cr. $30,000.00 

Book value of plant destroyed by fire September 23, 

190& 
Cash, Dr. i8,32aoo 

To Accounts Receivable, Cr. i9»3aox)0 
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Dr. 77,600.00 
99*350.00 
23,175.00 



Amcmnt collected from debtors on general book 

accounts 
Accounts Payable, Dr. $12,590.00 

To Cash, Cr. 

Settlements made with creditors on general book 

accounts 
Reserve for bad debts, Dr. 1,250.00 

To Accounts Receivable, Cr. 

Transfer of amount reserved to offset loss on reali- 
zation. 
Realization and Liquidation account, Dr. 1,920.00 

To Accounts Receivable, Cr. 

Net loss on realization of accounts. 

To Cash, 
Expense of liquidation. 
Engraving, 
Printing, 
September Sales not allocated. 

To Profit and Loss Account, Cr. 
To transfer sources of income. 

Profit and Loss Account, Dr. 204,280.00 

To Stock on hand, June i, 1908, Cr. 
" Power, 
" Wages, 
" Rent. 
" Salaries, 
To transfer expense of the business. 
Profit and Loss Acct., Dr. 

To Insurance Adjustment, Cr. 

" Realization and Liquidation 
Account, Cr. 

To transfer additional losses and expenses. 
Profit and Loss Surplus, 

To Profit and Loss Acct., 
To transfer balance of undivided profits. 
Capital Stock, 

To Wm. Richardson, 
" Silas Johnson, 
" Thomas Acton, " 

For — shares of the Capital Stock of this company 
held by them and now returned for cancellation. 
Wm. Richardson, Dr. 

Silas Johnson, " 

Thomas Acton, " 

To Profit and Loss Acct, Cr. 

For divisions of net loss in proportion to their hold- 
ings. 
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Dr. 
Cr. 



3,920.00 



85S00 



$12,590.00 
1,250.00 

70.00 
1350.00 

200,125.00 



8,75^00 

57>8oo.oo 

130,180.00 

iJBoojoo 

5*750.00 



2,ooaoo 
i,9aaoo 

855.00 



Dr. 50,000.00 
Cr. 



i»44400 
2,166.00 
3,610.00 



10,000.00 
15,000.00 
25,000.00 



7,220.00 
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Win. Richardson, Dr. $1,556.00 

Silas Johnson, " 2,334.00 

Thomas Acton, " sJ^oo 

To Cash, Cr. $7,78o.oo 

Final distribution of cash. 

The Richakoson Engraving and Printing Co. — Profit and Loss 
Acx:ouNT September i to 23, 1908 

Gross Earnings, June i to September 23, 1908. 

Engraving $77,600.00 

Printing 99>3SO.oo 

September Sales, not allocated 23,175.00 $200ki25X» 

Deduct expenses of operating: 

Inventory June i, 1908 8,750.00 

Wages 130,180.00 

Power 57^00.00 

Rent i3cx>.oo 

Salaries 5f750xx> 204,280.00 

Loss on operating $4,155.00 

Add loss on fire adjustment: 

Book value of plant destroyed $30,000.00 

Insurance received 28,000.00 2,ooaoo 

Add loss and expense of liquidation: 

Book value of accounts receivable $i9,64aoo 

Less reserve for bad accounts 1,250.00 

$18,390.00 
Less amount realized 18,320.00 

Loss on realization $70.00 

Expense of realization i350.oo i,92aoo 

$8,075^ 
Deduct Profit and Loss Surplus 855.00 

$7,220.00 

Divided as follows : 

Wm. Richardson, one-fifth $1,444.00 

Silas Johnson, three-tenths 2,166.00 

Thomas Acton, one-half 3,610.00 $7,22aoo 
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FVoblcm 29. 

(Intermediate Chartered Accountants' Elxamination, June, 1910.) 

3. X., Y., and Z., are in partnership, and on January i, 1909, their re- 
spective capitals were £4,000, £2,780, and £1,590. Y. is entitled to a salary 
of £250 and Z. to one of £200 per annum, payable before division of 
profits. Interest is allowed on capital at 5 per cent, per annum and is 
not charged on drawings. Of the net divisible profits X. is entitled to 40 
per cent of the £1,000, Y. to 35 per cent, and Z. to 25 per cent ; over that 
amount profits are shared equally. The profit for the year ended Decem- 
ber 31, 1909, after debiting partners' salaries, but before charging interest 
on capital, was £2,317, and the partners had drawn £800 each on account 
of salaries, interest and profits. Prepare the closing entries of the Profit 
and Loss Account and the Partners' Accounts for the year. 

Solution. 

Profit and Loss £418 5.10 <f.o 

To X., Drawing Accotmt £200 s, o d.o 

Y., " " 139 o o 

Z., " " 79 10 o 

for interest allowed on capital at the rate of 5 per cent, 
per annum, according to partnership agreement, 
dated 

Profit and Loss £1,898 5.10 d,o 

To X., Drawing Account £699 5.10 d.o 

Y., " " 649 10 o 

Z.. " " 549 10 o 

for allocation of profits according to partnership agree- 
ment, viz.: Of the net divisible profits, first £1,000 o o; 
X. receives 40%, Y. 35%. and Z. 25%, the balance is 
divided share and share alike. 

X., Drawing Account £99 5.10 d,o 

Y., " " 238 10 o 

Z., " " 28 o o 

To X., Capital Account £99 5.10 d.o 

Y., " " 238 10 o 

Z., " " 28 o o 

Transfer of accounts. 

PROFIT AND LOSS STATEMENT 

Balance brought forward from former sections £2,767 5.0 d.o 

Deduct: 
Partners' salaries: 

Y £250 S.0 d.o 

Z 200 o o 450 o o 

Balance £2,317 5.0 d.o 
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Deduct: 
Interest on Capital, 

X £200 S.0 d.o 

Y 139 o o 

Z 79 10 o £418 s.io d.o 

Balance £1,898 «.io djo 

Allocation of balance (net profits) : 

X., 40% of £1,000 £400 s,o d,o 

yi ci £S9S SAO d,o 299 10 o 

£699 s.io d.o 

Y., 35% of £1,000 £350 s.0 d.o 

>f of £8981.104.0 399 10 o 649 10 o 

Z., 35% of £1,000 £350 5.0 d.o 

yi fd £8gB S.10 d.o 399 10 o 549 10 o 1,898 10 o 



o o 



Drawings 

Capital Account 
(Transfer) 



X.'s DRAWING ACCOUNT 

£ s. d. 
800 o o Interest on CapitaL . . 

Profit 

99 10 o 

£899 10 o 



£ 5. d. 

300 O O 

699 10 O 

£899 10 O 



X.'s CAPITAL ACCOUNT 



Balance. 



£ s. d. 
4,099 10 o 

£4,099 10 o 



£ s. d. 

Balance 4,000 o o 

Transfer from D/A.. 99 10 o 



£4.099 10 o 



Balance £41099 10 o 

Y.'s DRAWING ACCOUNT 

£ s. d. 

350 o o 

139 o o 

649 10 o 





£ s. d. 




Drawings 


800 


Salary Allowance. . . . 


Capital Account 
(Transfer) 




Interest on Capital. . 


338 10 


Profit 



£1,038 10 o 



£1,038 10 o 



Y.'s CAPITAL ACCOUNT 



Balance. 



£ J. d. 
3,018 10 o 

£3,018 10 o 



£ s. d. 

Balance 3,780 o o 

Transfer from D/A. . 338 10 o 



£3,018 10 o 



Balance £3,018 10 o 
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Orawiugs 

Capital Account 
^Vansfer) 



Z.'s DRAWING ACCOUNT 



£ s. d. 
800 o o 

3900 

£829 o o 



Salary 

Interest on Capital . 
Profit 



£ s. d. 

300 O O 

79 10 o 

549 10 o 

£829 o o 



Balance. 



Z/s CAPITAL ACCOUNT 

£ s. d. £ s. d. 

1,619 o o Balance 1,590 o o 

Transfer from D/ A.. 39 o o 

£1,619 o o £1,619 o o 



Balance £1,619 o o 



"3 



Digitized by 



Google 



Accountancy^ Problems and Solutions. 

Problem 30. ^^ ^ ' ' ^' 
^ (Virginia Examination, November, 1910.) 

The Gunsaulus Corporation, organized under a general charter of the 
State ^«^¥iiiiuftf^ operates coal mines, saw mills, a private railroad and 
have their own tmxber holdings. 

All the accounts are kept in one mammoth ledger, with usual books 
of original entry, at the general office in-NoFlolk. They engage the serv- 
ices of yourself to audit the books for the past year (ending June 30, 
1909). The accounts in the ledger have been forwarded back and forth 
to economize stationery and the trial balance is as follows : 

Account Debit Cbedit 

Plant and Equipment — Mine A $31*955-26 

New Plant — Mine 7 62,173.27 

Stumpage— cut for saw mill 7,524.26 

Capital Stock $581,500.00 

Betterment to Mines 3 and 4 2,783.42 

Local purchase logs 51 .66 

Saw mill repairs 1,360.31 

Cash 7436.05 

Development— Mine i 3,^22.37 

Timber and land 240,305.26 

Planing mill repairs 341 >43 

Accounts Receivable 76,421 .91 

Mine engineering tools 225 .00 

Petty Cash— mines 750.00 

Lumber— outside purchase 79' 20 

Lighterage on Lumber 57-95 

Mine administration, salaries and supplies 2,195.22 

Petty expenses at mines 1,649.28 

Tenant houses at mines 2,117.22 

Lumber, logs, etc., on hand 50»853*6o 

Saw mill payroll AM^ -4^ 

Planing mill payroll 2,421 .95 

Commissary merchandise 8,642.58 

Feed and labor, mines stables 925. 75 

Electric repairs at mines 467-97 

Commissary payroll 726.65 

Logging payroll 200.00 

Unearned Insurance Premiums ' 3*9i8-49 

Mine cars 6,139.78 

Lath mill payroll 24965 

Electric plant— mines 3»i90.oo 

Interest on loans covering mine plant con- 
struction 7i226.73 

Mines warehouse stock if743.22 
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Acx»UNT Debit 

Lath mill repairs $7.27 

Railroad equipment ., 74,710.38 

Railroad payroll and expense 2^1 86 

Camp equipment 22,192.34 

Camp payroll ,^^,^^ 

Yard and shed repairs 112. 10 

Logging railroad trackage 47 T^g ,3 

Sa'a™» i[o2i[e7 

Unclaimed miners' wages 

Coal sales 

Building material on hand at mines 810.75 

Interest on funds to develop No. i mine $240.00 

Mine office furniture and fixtures MS9.I7 

Mine officers* house furnishing 513.29 ' 

Mine railway trackage and switches 3,916.82 

Telephone Line — mill to woods 436.516 

Freight on logs to saw mill 1,614.40 

Camp boarding house equipment 1,500.00 

Interest and discount 422.09 

Mine store expense and labor 2,472.83 

Mine store freight 472.98 

Saw mill machine shop 2,338.53 

Outside investments 1,949.90^ 

Advanced to new corporation 1 1373.27, 

Mill plant 324,982.92 

Sales of lumber 

Sales of lath and shingles 

Insurance— Mill 85.3a 

Operation Chicago office 1,000.00 • 

Allowances and discount — Coal shipments ... 637.40 

Repairs and expense, mines stables 124.22 

Mine office, salaries and supplies 1,562.23 y^ 

Mine engineering, salaries and supplies 625.00 

Traveling expenses, mines manager 221 .67 

Interest— current loans at mines 125.00 

General expense 853.80 

Discount on lumber sold . . ; 1,931 .60 

Bills Payable 

Accounts Payable, audited 

Special loan 

Taxes — mines 178.53 

Insurance — mines 1,271 . 1 1 

Legal Expense — amines 785.00*^ 

Royalty on coal mined 4,989-77 

Mining labor 29,871.23 

Surplus 

Sales of wood 
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172,667.50 
24,287.03 
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Account Debit Cuedit 

Rent of dwelling and miscellaneeous income. $278.00 

Yardage and tunnel extension at mines $2,743.22 

Delivery of coal to tipple 3,571 .28 

Maintenance of Way— mines 710. 11 

Maintenance of Air — ^mines 739. 10 

Props, ties and caps 497. 17 

Mine foreman, salary 800.00 

Maintenance of mine cars 209.38 

Mine machinists' and engineers' wages 1*378.78 

Smithing— mines 672. 10 

Fuel— mines power house 297.51 

Removal of slate 551-98 

Deadwork at mines 47.21 

Electric supplies at mines 2488.55 

Insurance during construction of mine plant. 937 '97 

Norfolk & Western Ry. claims at mines 71 .59 

Repairs to miners' houses 171*19 

Legal expense — obtaining right of way to 

mines 342.68 - 

Live stock at mines 3,850.00 

Taxes during construction of mines plant ... 313.71 

Mine commissary merchandise 8*427.60 

Rental from miners' houses $1^72.27 

Cartage and sale of coal to tenants 70.09 

$1,099*277.85 $i»099»277.85 



They have agreed to a plan whereby the coal mine operation will be 
taken over by a new corporation and therefore ask that you separate 
the lumber and coal accounts, make up a separate set of statements to 
cover each business (balance sheet, and statement of operation, with sup- 
porting schedules showing the profit and loss account and surplus account 
in detail)— the capital stock to stand as part of the lumber accounts. 

You find as follows: 

That at the beginning of the fiscal year the capital stock issued and 
paid for amounted to $575,000.00, John Johnson and Henry Mears, having 
performed their duties in a way acceptable to the officials, were allowed 
to purchase for cash 40 shares and 20 shares each of the capital stock 
respectively, at $125.00 per share (par $100.00), and that the $25.00 pre- 
mium per share had been credited to Surplus Account 

Bills Receivable account was balanced and closed but in going through 
the accounts you found Bills Receivable, for lumber accounts, renewed 
from time to time amounting to $2,791.17, which certain customers had 
not yet paid. 

Mine No. i is in a state of development and has not been as yet oper- 
ated. 
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In Accounts Receivable $15,180.92 cover coal shipments. 

In Bills Payable 150,735.00 cover mine investments. 

Insurance premiums not matured $726.10 on mine policies. 

Taxes paid in advance $78.53. 

Of the surplus, before closing the accounts, $98,95844 arises from 
mine operation prior to year ending June 30^ 1909. 

$i2,79a79 of Accounts Payable Audited cover mine bills. 

Qose their books, showing necessary journal entries to adjust accounts. 

The Flat Top Fuel Corporation secures a charter and capitalizes with 
an issue of $250,000.00 preferred stock and $200,000.00 common stock. 
The preferred stock is subscribed as follows : 

The Gunsaulus Corporation $i50iO0O.oo 

(They to transfer all assets and liabilities, as shown by your state- 
ment covering the mines property, to the Flat Top Fuel Corporation, 
any equity to apply as a payment on the subscription, balance to be paid 
on call) 

A. Murphy $50,000.00 

($25,000.00 paid in cash, balance on call.) 

Andrew White $50,000.00 

($25,000.00 paid in cash, balance on call.) 

Show proper entries to make the transfer in the books of the Gun- 
saulus Corporation and a balance sheet after doing so; also, entries to 
open books of Flat Top Fuel Corporation and balance sheet after doing so. 

The Cvcneral Manufacturing (3o., Inc., capitalized at $30,000.00 of which 
the (}unsaulus Corporation owns 50 per cent, the Rock Lumber Company 
25 per cent and the Severn River Lumber Company 25 per cent, agree 
to take over the business of each of the three concerns named for the 
purpose of increasing the total output and adding new products. It 
being agreed that any difference in holdings appearing in the consolidated 
Balance Sheet is to be adjusted later. 

The (jttnsaulus Corporation agrees to dispose of its plant for $250^- 
000.00; reserve its timber holdings and $8,000.00 of Accounts Receivable 
not considered collectible; also assume all liabilities excepting such Ac- 
counts Payable Audited as remain unpaid. The other companies submit 
the following balance sheets : 

ROCK LUMBER COMPANY 

Account Debit Credit 

Cash on hand and in Bank $6410.81 

Bills Receivable 2,131 .55 

Bills Payable $77,191.94 

Lumber, Logs, etc 52»i76.59 

Unexpired Insurance Premiums i»3i7.S8 

Mill Supplies and Extras 81926 

Teams 2359-65 
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Account Debit Cudit 

Standing Timber and Lands $500,000.00 

Account* Payable $15,197.94 

Surplus 401^1.76 

Mill Plant 60,500.00 

Accounts Receivable 67,496.20 

$493,711.64 $403.7ii.64 



SEVERN RIVER LUMBER COMPANY 

Account Debit Credit 

( -Hih $438.72 

HIIU RfCflvable 6,008.91 

latmhfr. Logs, etc 97f303.43 

I Tiimplred Insurance Premiums 417.93 

Mill Supplies and extras 742.59 

'IVitmH 62.50 

Mllli Pfty»ble $39,604.38 

HlMtulIng timber and lands 42311 .83 

rugtioat 2/)i9.39 

( hitMt Investments 6,300.00 

Mill Plant 30.000.00 

Aiu'ounts Payable 7,912.84 

Surplus 172,093.42 

Accounts Receivable 33»505.34 

$219,610.64 $219^610.64 



None of the capital stock of the new corporation has been paid for. 
From the figures you have at your disposal, make a balance sheet show- 
ing the interests of each company separately and items of the same class 
in comparison with each other. 

Draft a balance sheet for the Gunsaulus Corporation to cover its 
present condition. 
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THE GUNSAULUS CORPORATION 
OPERATING STATEMENT— MINES 



Mittw%g Labor 

Machinists and Bngi- 

iMer I1J78.78 

Smithwig 67a. XO 

Fonman 800.00 

Fttsl 397.51 

Electric SoppUes 2,488.55 

Bfectiic ReiMiis 467.97 

Praps. Ties and Can. . 497.17 

Deadwork 47. ai 

Maimtbnamcs: 

Of Air 739.10 

Of Way 710. II 

OflfineCais 309.38 

Removal of Slate 551.98 

Delivery of Tipple 3.571 . 38 

Royalty on Coal Mines 

COMMWSART AND 

SiABun: 
Comfnissazy Mer- 

cfaandias 8.437.60 

FnighttoStora 473.98 

Stofv Bxpenaa and 

Labor. 3.473.83 

Peed and Labor Sta- 

^Wes. ''^" 935.75 

Repaan and Bz- 

pense — Stables ... 124 . 33 



MINING 

I39.871 . 33 Cost op Minino Car- 
nxED Down to 
Trading Sbctxon. . 

3.850.88 



3.354 03 



3,303.97 

4.133.36 
4.989-77 



13,433.38 



l59r7X5.53 



159.7x5. 53 



I59.715.53 



Cost of Coal Mined. . 

Adiwfnistrative Sala> 

lies andSttpplaes... 

TVaveUng Rgpmsw. . . 



TRADING 

159.715.53 Salbs: 

Coal I57.380.78 

I2.195.33 LessAUowaooes^etc. 637.40 $56,643.38 

331.67 3,416.89 Coal to Tenants 

and Cartage — 70.09 

0KO9S Loss Carribd 
Down to Profit r 
Loss Srction 5.4x8.94 



I63.133.41 



163. 133. 41 



Gross Loss on Thuliiig. 

SalaiiesaiidSappUes.. I1.563.23 

Tsses 100.00 

Insoranee 1.371.XI 

Petty Bzpsnaes X.649.3S 

Interest 135.00 

LsKsI Expense 785.00 



PROFIT AND LOSS 

15,418.94 Rental from Miners' 

Houses |i,573.37 

LessRepsirs X7X.X9 

Net Loss Chargb- 

E to Surplus. . 



5.493.63 



1x0.9X1. 56 



|X,40X.0B 

9.510. 48 

I10.9xx.56 
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THE GUNSAULUS CORPORATION 

MINES DEPARTMENT BOOKS 

JOURNAL ENTRIES 

The Flat Top Fuel G3rporation, chartered under the laws of the State 
of Vir^nia, has this day purchased, taken over and assumed all Assets 
and Liabilities of the ** Mines Department '' of this (The Gunsaulus Cor- 
poration) and the same are hereby transferred, set over and assigned to 
them on the bocks of this company, as by the following entries will more 
fnlly appear, in consideration of the subscription to ifteen hundred shares 
of the preferred capital stock of the said The Flat Top Fuel Corporation 
of the par value of one hundred dollars each ; the equity appearing in the 
entries below being applied as part payment on account of the Gunsaulus 
Corporation's subscription, the balance to be paid on call. 

Plat Top Fuel Corporation |i55t309-29 

To Sundry Assets (as per Mines Balance 
Sheet*) transferred $155.30929 

Sundry Liabilities (as per Mines Balance Sheet*) 

assumed 65,861.33 

To Plat Top Fuel Corporation 65,861 .33 

Surplus (this eqtuty being applied as part pay- 
ment on accotmt of shares) 89447.96 

To Flat Top Fuel Corporation 89,447.96 

The Balance Sheet of the Ckmsaulus Corporation after foregoing 
entries would comprise the lumber accounts only and would be the same 
as " Lumber Balance Sheet ** which is given on page 122. 



* It is not necaiiinry to fUte it«iiis In detail hen for ths reason that pagia zao and xsi 
itsniae the Mines Balaaoe Sheet. 
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THE FLAT TOP FUEL CORPORATION JOURNAL ENTRIES 

The Flat Top Fuel Corponitioii 

Chartered Under The Laws Of The State Of Viiginia 

Having 

An Authorized Capital Stock 

of 

$450,000. 00 

Divided into $250,000.00 Preferred, 

And |200,ooo.oo Common, 

All Shares Being 

Of The Par Value of $100.00 Each 



Gunsaulus Corporation Subscription Account. . . $150,000.00 
I ,^00 Shares Preferred at par 

A. Murphy Subscription Account 50,000.00 

500 Shares Preferred at par 

Andrew White Subscription Accotmt 50,000.00 

500 Shares Preferred at par 

To capital Stock Preferred Account $250,000 . 00 

2,500 Shares Subscribed for as above 

Cash 50,000.00 

To A. Murphy Subscription Account 25,000.00 

To Andrew White Subscription Account 25,000 . 00 

Being the agreed payment to be made at 
once, balance subject to call. 



Sundry Assets (as per " Mines Balance Sheet" 
of the Grumsaulus Corporation*) Transferred . . 1 55,309 . 29 

To Sundry Liabilities (as per " Mines Bal- 
ance Sheet" of same Company*) As- 
sumed 65,861 .33 

To Gunsaulus Corporation Subscription 

Accotmt 89,447.96 

Being the transfer to this (The Flat Top Fuel 

Corporation) company of all the assets and 

liabilities of the "Mines Department" of 

the Gunsaulus Corporation, as by reference 

to the formal agreement and transfer will 

more fully appear, the equity (Surplus) of 

such assets and liabilities to be applied as 

part payment for the subscription of the 

said Uunsatdus Corporation to the preferred 

shares of this company — ^balances subject 

to call. 



* Am theae items are fully detailed on pagef lao and za i we havB t 
to repeat io detail in theee entries. 
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Problem 31. 
(Chartered Accountants* Examination, December, 1910.) 

6. The trial balance of the London office books of the " A " Rubber Com- 
pany is as follows on 31st December, 1909: 

£ s. d. £ s. d. 

Estate Purchase 3,000 o o 

Estate Development 8,000 o o 

Estate Produce Stock, ist January, 1909 600 o o 

Cash at Bank, London 800 o 

Estate Manager, ist January, 1909 500 o 8 

Remittance to Estate Manager 1,000 o o 

London Office Expenses 400 o 

Share Capital 12,000 o 

Creditors 1,900 o o 

Profit and Loss Balance 400 o 8 

£14,300 o 8 £i4>300 o 8 



After taking out the above balances the accounts to 31st December, 1909, 
are received from the estate manager as follows (the dollar to be taken 
at 2s. 4d.) : 

Balance, ist January, 1909 $4>286 

Remittance from London 8,600 

Rebates 131 

Sale of Produce 2,000 

Profit on Rice 249 

Expenditure on Development $9»ooo 

Expenditure on Purchase of New Land 2^00 

Expenditure on Upkeep of Estate 1,646 

Balance carried forward 1,820 

$15^266 $15,266 



The produce unsold at 31st December, 1909, was valued by the manager 
at $5,500. 

You are required to construct the revenue account and balance sheet for 
presentation to the shareholders. 
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SolutioiL 

REVENUE ACCOUNT. 

£ s.d. 

Sales of Produce 233 6 8 

Profit on Rice 29 i 

Rebates 15 5 8 

Inventory Adjustment: 

i s.d. 

Stock, January i, 1909 600 o o 

Stock, December 31, 1909 641 13 4 

Net increase 

Total 

Deduct— Cost of Maintenance of Estate 

Balance carried down 

Add — Profit on Exchange 

Total 

London Office Expenses i400 o o 

Less — Returns as above 130 12 8 

Net Loss for the period 



£ s.d. 



277 13 4 



41 13 4 

£319 6 8 
192 o 8 

£127 6 o 
3 68 

£130 12 8 



269 74 



IJ9 



£400 o o 



Digitized by 



Google 



Accountancy Problems and Solutions. 



. o 



I 



-* 


-* 


«o 


<o 


»^ 


M 


ft 


9, 


N 


% 








s5 



1 



<5 



00 -♦ 
o t^ 



J 



p 



3 - 



<3 







Js5 

p. 8 « 



i5 



-* O 00 -* o 
CO O >0 «*> O 



I 



q. S 5^« 



•d o "* 



g 

•5 



In 



e 
•§81 



3 



I 

M 



130 



Digitized by 



Google 



Practical Accounting Problems. 



to 


o 


-* 


00 00 


53 


o 


«o 


o >o 


%^ '"? 




IH 




55 


1 


11 


^2 


£ 


8 


8. 


8 8 


5 


a 




^ i-T 



1 



8 



c 
o 



2 i «» -o 2 S 8 
c o. o «« c S 73 



3 



H 

^; 

8 






I 



s I 



n 



^00 O 00 00 O 00 

s o O u^ vo M >o 
en 



00 



00 

41 



(O o o p o o 



811 8 



3 



^'1 






^ 

C9 V 4> (tf 1^ M 

PQ p< Ck^ c/} Ph PU 



1^^^^ 



c 



^11 






I 



131 



Digitized by 



Google 



Accountancy Problems and Solutions. 

Problon 32. 
(New York Elxaraination, January, 1911.) 
The following is the trial balance of the X. Y. Z, Gwl Mining Com- 
pany, as of December 31, 1908: 

TRIAL BALANCE DEC 3I, I908 

Cash $5,674.50 

Breaker and machinery 145,000.00 

Office bailding 5,000.00 

Blacksmith shop 4,000.00 

Inside construction 15,675.00 

Car and mine rail accomit 7,534-50 

Horses and mules 5,600.00 

Accounts receivable 35,112.25 

Bills receivable 10,000.00 

Capital stock— common $50,000.00 

Capital stock— preferred 100,000.00 

Coal sales 257390.00 

Accounts payable 12,500.00 

Surplus 17*709.35 

Depreciation on buildings and mach'ry 12,000.00 

Supplies 8,240.00 

Pay roll— outside 24,701.50 

Pay roll — ^inside 110,434^5 

Salaries — superintendent, etc 6,000.00 

Salaries — office clerks 4,500.00 

Office expense i|i47.3S 

General expense 750.00 

Claims for injuries 4,ooaoo 

Insurance (expires July i, 1909) 5>500.oo 

Repairs to buildings 4,075.00 

Repairs to construction 3445.00 

Barn expense 1,500.00 

Selling expense 4,500.00 

Royalty account 30,^00.00 

Water 800.00 

Fuel 935-00 

Timber and props 5475-00 

$450>09»35 $45009935 

The total output for the year was 132,300 tons. 

An examination of the books and records shows that the following 
charges had not been entered: horses and mules, $2,200; car and mine rail 
account, $1450; claims for injuries, $1,000. During the year the bookkeeper 
through error charged to inside construction $3415 instead of to pay roll 
inside. 

The coal is mined on lease that averages 20 cents per ton. The inven- 
tory is as follows: timber and props, $1,500; powder, $555; oil, etc., $I7S 
In preparing the above statements allowance for depreciation on buildings 
and machinery may be considered at the rate of 5%. 

Prepare income and profit and loss account and balance sheet, as of the 
above date, showing gross earnings and net earnings, also the average cost 
per ton. 
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Solution. 

INCOME AND PROFIT AND LOSS ACCOUNT FOR THE FISCAL 
PERIOD ENDING DECEMBER 31, 1908. 

Coal Sales $257,890.00 

Cost of Mining: 

Pay Roll— Inside $113349.25 

Royalty 26,460.00 

Supplies 8,240.00 

TinUier and Props 5y47Soo 



$154,024.25 
Less Inventory December 31, 1908: 

Powder $555*oo 

Oil 175.00 

Timber and Props 1,500.00 2,230.00 $151,794.25 



Cost of Preparation: 

Pay Rol(--Outside $24,701.50 

Water 800.00 

Fuel 935-00 26,436.50 



Repairs to Buildings 4f075.oo 

Repairs Inside 3i445.oo 

Bam Expense 1,500.00 

Insurance 2,750.00 

Depredation on Buildings and Machinery 7,700.00 

Gross Profit Down 60,189.25 



$257A)0.oo $257390.00 



Gross Profit $60,189.25 

Management Expenses: 

Salaries, Superintendent, etc $6,000.00 

Salaries, Office Clerks 4>500.oo 

Office Expense i,i47.35 

General Expense 75aoo 

$12,397.35 

Selling Expense 4,500.00 

Qaims for Injuries 5,000.00 

Net Profit carried to Surplus Account 38,291.90 



$60,189.25 $60,189.25 

Average cost per ton $1.66 

Average net earnings per ton 29 
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Probloi 33. 

(New York Elxaraination, January^ 191 1.) 

The A Manufacturing Gmipany incorporated under the laws of the 
State of New York, with a capital of $100^000, consisting of i»ooo shares 
of $100 each, all of which has been paid in cash, presents the following 
balance sheet as of May 31, 1909 : 

ASSETS 

Cash $125,000.00 

Materials and supplies 25,000.00 

Accounts receivable 300,000.00 

Plant and buildings 400,000.00 

$85<>>ooox)o 

LIASILITIES 

Accounts payable $20,ooaoo 

Capital 100,000.00 

Surplus 730,000.00 

$850^000.00 

Annual sales, $8oo/)oo. 

The B Manufacturing Company incorporated under the laws of the 
State of New York, with a capital of $1,000,000 consisting of lo^ooo shares 
of |ioD each, presents the following balance sheet as of May 3i» 1909 : 

ASSETS 

Cash $50,000.00 

Materials and Supplies 25,000^)0 

Accounts receivable 200^000.00 

Plant 500,000.00 

Goodwill 700,000.00 

$M75»ooo.oo 

LIABILITIES 

Accounts payable $150,000.00 

Capital i,ooo,ooaoo 

Surplus 325,000.00 

$M75»ooooo 

Annual sales, $600,000. 

Both concerns are engaged in the manufacture of the same commodi^ 
and desire to consolidate for the purpose of maintaining prices, but will 
continue 'to operate each plant separately. They organize the United 
Manufacturing Company with a capital stock of $200,000 consisting of 
2J0OO shares of $100 each, the members of the A Company agreeing to 
subscribe for 1,000 shares and to pay for them in cash and the members 
of the B Company for 1,000 shares also payable in cash; the stock is 
issued to the following: 

Comprising the A Company: 

C — Certificate i for 250 shares 
D— " 2 " 250 ** 
E^ " 3 " 250 " 
F— " 4 " 250 " 
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Comprising the B Company: 

G— Certificate 5 for 250 shares 
H— " 6 " 250 " 
I— " 7 " aso " 
J— " 8 " 250 " 

The cash is paid into the treasury of the United Manufacturing Com- 
on the issuance of certificates to the respective subscribers. 

The United Manufacturing Company purchases and pays cash for the 
stock of materials and supplies of both miHs. 

The United Manufacturing Company rents from the A Company its 
plant and agrees to pay an annual rental of $90,000 and in addition thereto 
will pay the officers managing the A plant an annual salary of $90^000 for 
their serrices. The rent for the B Company plant is agreed on at $60^000 
and the officers are to receive an annual salary of $6o/)oo. It is agreed 
that all additions to the plants and all repairs and maintenance are to 
be paid for by the United Manufacturing Company. 

Operations of both plants are continued and at the end of the fiscal 
year May 31, 1910 the balances s^^earing on the books of the United 
Manufacturing Company are as follows : 

Cash $200,000.00 

Accounts receivable 200,000.00 

Additions to plant 60,000.00 

Accounts payable 160,000.00 

Capital stock 200,000.00 

The trading transactions of the respective mills are as follows : 

A company's mill 

Purchases — raw materials and supplies $160,000.00 

Labor 300,000.00 

Factory expense ioo,ooaoo 

Repair and maintenance of plant 80,000.00 

Office expense 60,000.00 

Rent of plant 90,ooaoo 

Officers' salaries 90,000.00 

Sales 907>ooo»OQ 

B company's mill 

Purchases — raw materials and supplies $140,000.00 

Labor 250,000.00 

Factory expense 75,000.00 

Repair and maintenance of plant 70,000.00 

Office expense 50,000.00 

Rent of plant 60,000.00 

Officers' salaries 60,000,00 

Sales 778,000.00 

The stock as of May 31, 1910, consisted of 

Materials and supplies — A Company's mill $10,000.00 

Materials and supplies — B Company's mill 15,000.00 

Labor due, not paid — ^A Company's mill 5,000.00 

Labor due, not paid— B Company's mill 10,000.00 
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Open the books of the United Manufacturing Company; prepare bal- 
ance sheet as of May 31, 1910 and consolidated trading and profit and 
loss account showing profits for each mill. As the mills have been kept 
in perfect repair no depreciation is to be considered ; outstanding accounts 
are considered good. Provide for a dividend of 10%. 

Prepare percentage table of each mill, showing to four (4) decimals 
the percentage of each of the following items against the total cost of 
production : 

Materials and supplies. 

Labor. 

Factory expense. 

Repairs and maintenance. 

Rent of plant. 



Solution. 

UNITED MANUFACTURING COMPANY. 
Opening Journal Entries, May 31, 1909. 

Subscribers $200,000.00 

To Capital Stock $200,000.00 

Subscriptions to the Capital Stock of the United 
Manufacturing Company, incorporated under the 
laws of the State of New York, authorized cap- 
ital, 2,000 shares of $100 each, as follows : 

C $25,000.00 

D 25,000.00 

E 25,000.00 

F 25,000.00 

G 25,000.00 

H 25,000.00 

I 25,000.00 

J 25,000.00 

Cash $200,000.00 

To subscribers $200,000.00 

Materials and Supplies $50,000.00 

To Cash $50,000.00 

Purchased from: 

A. Company $25,000.00 

B. Company 25,000.00 
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UNITED MANUFACTURING COMPANY. 

Consolidated Trading and Profit and Loss Account for the Year 
Ending May 31, 191 o. 

Purchases $160,000.00 $140,000.00 $300,000.00 

Labor 305,000.00 260,000.00 565,000.00 

Factory Expense 100,000.00 75,000.00 175,000.00 

Rent of Plant 90,000.00 60,000.00 150,000.00 

Repair and Maintenance 80,000.00 70,000.00 150,000.00 



$735,«x>cx> $605,000.00 $1,340,000.00 
Less — Inventory, May 31, 1910 10,000.00 15,000.00 25,000.00 



Cost of Production $725,000.00 $590,000.00 $1,3 15,000.00 

Sales 907,000.00 778,000.00 1,685,000.00 



Gross Profit $182,000.00 $188,000.00 $370,000.00 



General Expense: 

Ofiice Expense $60,000.00 $50,000.00 $110,000.00 

Officers' Salaries 90,000.00 60,000.00 150,000.00 



Total $150,000.00 $1 10,000.00 $260,000.00 



Net Profit for Year Ending May 31, 

1910 $32,000.00 $78,000.00 $110,000.00 

Dividend Declared, 10% 20,000.00 



Undivided Profits $90,000.00 

Percentage of Consumption Against Total Cost. 

Raw Materials and Supplies 20.69*?^ 21.19% 

Labor 42.07 44.06 

Factory 13.80 12.72 

Repair and Maintenance 11. 12 1 1.86 

Rent of Plant 12.42 10.17 



100.00% 100.00% 



l.?9 



Digitized by VjOOQIC 



Accountancy Problems and Solutions. 



Problem 34. 

(New York EzaminatioD, January, 191 1.) 

From the following trial balance of Johnson & Thompson, Incof]N>- 
rated, as of June 30, 1910, the end of their fiscal year, prepare a manufsD- 
turing and profit and loss account and financial statement: 



Cash on hand 

Cash in bank 

Inventory July i, 1909 

Raw material 

Finished goods 

Sales .: 

Return sales 

Freight and express outward 

Purchases 

Accounts payable 

Bills payable 

Accounts receivable 

Bills receivable 

Wages 

Fuel 

Factory supplies 

Cash discount on purchases 

Freight and express inward 

Land 

Buildings 

Machinery and Tools 

Maintenance and replacement 

of machinery and tools $10^580.00 

Less amount received from old 

machinery and tools 6,750.00 

Mortgages payable, 6% interest paid to 

May I, 1910 

Reserve for bad and doubtful accounts . . 
Suspense account 

Worthless accounts receivable 

Patent rights^-disbursements 

Depreciation— buildings 

machinery and tools 



$75.00 
3.750.00 

33,480.00 
9,760.00 



8,463.00 

935.00 

i95»670.oo 



$540,000.00 



37,600.00 
8,500.00 



45,920.00 

1,925.00 

232,927.00 

11,270.00 

3,648.00 



7,433.00 
27,000.00 
18,000.00 
80,000.00 



3,830.00 



679.00 
320.00 



AfT^SfiO 



17,000x10 
1,280.00 



4,900.00 
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Advertising $670.00 

Traireliog expenses 3,700.00 

Oflfice expenses 5,300.00 

Sateffics of officers 12,300.00 

Dividends 12,500.00 

kiterest 700.00 

Disooont on sales 2,760.00 

Capital stock \ $100,000.00 

Stirplus 8,972.00 

$723,015.00 $723,015.00 



Inventory June 30, 1910 : 

Raw material $27,698.00 

Partly finished goods ? 11,590.00 

Fuel 1,200.00 



The reserve for bad and doubtful accounts must equal 2% of the ac- 

receivable. 

Although machinery and tools are maintained and replaced, 5% depre- 
dation must be allowed on them as well as 5% depreciation on buildhigs. 
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Soliitioiu 

MANUFACTURING AND PROFIT AND LOSS AND INCOME 
STATEMENT. 

Sales %S40fioaJOO 

Freight and Express Outward $935-oo 

Return Sales ^463.00 ft^pBjoo 

Amount Received from Sales $550^6Q2jOO 

Purchases $195,67000 

Freight and Express Inward 7v433>oo 

Inventory, 7/1/9 $33,480.00 

9,760.00 $43,240.00 

Inventory, 6/30/10 $27,698.00 

11,590.00 39»388.oo 3,952.00 

Cost of Goods Sold $207,055.00 

Wages 232,927.00 

Prime Cost of Material and Wages $439»982.oo 

Overhead Charges: 

Fuel $10,070.00 

Factory Supplies 3,648.00 

Maintenance and Replacement 3,830.00 

Depreciation, Machinery, Tools and 

Buildings 4,900.00 22,448.00 

Cost of Producing Goods Sold 462,430100 

Crt-oss Profit on Sales $68,172.00 

Commercial Expenses: 

Advertising $670.00 

Traveling 3,700.00 $4,37000 

Administration Expenses: 

Office Expenses $5>3oo.oo 

Salaries of Officers 12,300.00 17,600.00 21,970.00 

Profit and Loss Gross Income $46,202.00 

Other Income: 
Cash Discounts on Purchases 4,763.00 

Total Income $50*965.00 

Charges against Income: 

Suspense Account $679.00 

Less difference between Re- 
serve $1,280.00 

and 2% on Accounts Re- 
ceivable 918.40 361.60 $317.40 

Interest $70000 

Interest accrued on Mortgage, two 
months 170.00 870.00 

Discounts on Accounts Receivable 2,760.00 3.94740 

$47,017.60 
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Problem 35. v 

(New York Examination. January, 1911.) 

A corporation's inventory on Jan. 2, 1909, was : 

Raw materials $32,467.18 

Goods in process 4,212.22 

Plant 18,67318 

Made up goods i9>753-47 

The corporation suffered a fire loss on May i, iQOp; the interim trans- 
actions affocting merchandising, manufacturing and plant were as follows : 

Purchases raw materials $46,375.22 • 

Productive labor paid out 21,618.06 

Manufacturing expenses 5,167.20 

Rent of show room and ofiices doo.oo 

Selling expenses 7,618.25 

Advertising 360.22 

General expenses 2,561.12 

Sales 95.714.66 

Allowances to customers 310.18 

Returns of customers 2,167.29 

Plant purchases 361.22 



The figures ascertained for the years 1906, 1907 
tical items, were as follows: 

1906 

Purchases raw materials $186,320.16 

Productive labor paid out 90,322.24 

Manufacturing expenses 20,163.12 ^ 

Rent of show room and offices 1,500.00 

Advertising 1,000.00 

Selling expenses 26,672.18 

General expenses 10,750.16 

Sales 386.924.12 

Allowances to customers 1,116.24 

Returns of customers 8,614.08 

Plant purchases 500.00 

Inventories beginning of year 

Raw materials 39,223.16 

Goods in process 6,104.12 

Made up goods 21,223.10 

Plant 17,223.96 



and 1908, for the iden- 



1907 

$104,360.22 

61,212.06 

i6,2oai7 

1,200.00 

750.00 

16,314-12 

^745.22 

217,306.01 

3.605.75 

4,106.18 

540.22 



1908 
$157,316.20 - 

72,106.14 v^ 

20,216.23 V 
1,200.00 
1,000.00 

22,312.18 

11,116.20 

321,672.18 ^ 

975.00 v^ 
3,167.22 v^ 
409.00 



31,316.20 
3,W.I2 

17,306.29 
17,723.90 



33416.20 

3,726.18 

18,622.12 

18,264.18 



You are employed by the assurers; all policies concur under the 80% 
coinsurance clause and the insured claims his loss is 42!% of the prime 
cost of his goods and value of his machinery at time of the fire ; the per- 
centage claim is adjusted at that figure. The amount of insurance in force 
was as follows: on merchandise stock, $40,000; on plant, $12,500. 

Prepare requisite statements showing the value of the assets destroyed. 
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Solution. 

Prime cost is here to be understood to mean : 

1. Raw materials. 

2. Productive labor. 

3. Manufacturing expenses. 

It is necessary to a clear understanding of this problem to ascertain the 
average amount of raw materialsi productive labor and manufacturing 
expenses used up in the goods actually sold from the last time inventory 
was taken. For this purpose the figures for the three previous years are 
given amongst others. 

Using these, we find the following : 

Raw Materials Account. 

inventory Jan. 2, 1906 $39^23.16 

Purchases during 1906 186^20.16 

$225,543.32 

Inventory Jan. 2, 1907 $31,316.20 

Purchases during 1907 104,360.22 

$135,676.42 
Deduct: 

Inventory Dca 3I1 1906 3i,3i6.2* 

Inventory Dec 31, 1907 33416.20 

$194,227.12 $102,260.22 

Inventory Jan. 2, 1908 33,416.20 

Purchases dtnring 1908 157,316.20 

$190,732.40 
Total: 

Raw Material used 1906 $194,227.12 

R»w Material used 1907 102,260.22 

Raw Material used 1908 158,265.22 



$454,752.56 



Deduct: 
Inventory Dec 31, 1908 32,467.18 

$158,265.22 
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PRODUCTIVE LaBOK ACCOUNT. 

1906. Amottnt paid therefor $90,322.24 

1907. Amount paid therefor 61^12.06 

1908. Amount paid therefor 72,106.14 

$223,64a44 

Manufacturing Expenses. 

1906. Amowit paid therefor $20,163.12 

1907. Amount paid therefor 16,208.17 

1908. Amount paid therefor 20,216.23 

$56,587»5g 

Sales Account. 

deductions. 
Gross Sales. Allowances. Returns. Net Sales. 

1906 $386,924.12 $1,116.24 $8,614.08 $377>I93^ 

1907 217^.01 3,605.7s 4.106.18 209,594.06 

1908 321,672.18 975-00 3,i67.22 317,529^96 

$925,902.31 $5,696.99 . $15387.48 
15,887-18 
21,58447 

$904,317.84 I904>3i7«84 

Average % of Raw Materials used in goods actually 

sold $454,752.56 

$904,317.84 5o.a8% 
Average % of Productive Labor used in goods 

actually sold 223,64044 

904^17.84 24.73% 
Average % of Manufacturing Expenses used in goods 

actually sold 56,587.52 

904,317.84 6.25% 

Component Elements of Costs in Prime Costs. 

% to Selling Price. % to Prime Cost 

Raw Materials 5028% 61.88% 

Productive Labor 24.73% 3043% 

Manufacturing Expenses 6.25% 7.69% 

The same percentages will prevail in goods in process and made up 
goods. Arriving now at the period where the fire loss occurs, we note 
that the last inventory taken was on January 2, 1909. 
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Analysis of Inventobiss Jan. 2, 1909. 

Component Component 

Raw Ma- Elements of Elements of Total, 
terials. goods in process, made-up goods. 

Raw Materials $32^.18 $2,606.52 $12^3.45 $47*29715 

Prodnctive Labor 1^1.78 6^010.98 7^292*7^ 

Manfg. Expenses 32392 1,51904 11842.96 

$32,467.18 $4,212.22 $19,753.47 $56432.87 



Construction of Goods on Hand May i, 1909, Whbn Fibs Oocxnts. 

Raw Productive Manfg. 

Materials. Labor. Expenses. 

Inventory Jan. 2, 1909.... $47,297.15 $7,292.76 $1342.96 

Pnrchases to May, 1909 46,375.22 pd. out 21,618.06 pd. out 5,167.20 



$93,672.37 $28,910.82 $7,oiai6 

Deduct: 
Used-up goods actually sold 46379>66 23,057.56 5,827.32 



On hand May i, 1909 $46,792.71 $5,85326 $1,182.84 



Synthesis or Reconstruction of Goods in Process and Manufactured 
Goods on Hand May i, 1909. 

The total of Productive Labor and Manfg. Expenses 

amount to $7,036.10 38.12% 

The total of Raw Materials amount to 11,421.67 61.88% 

$18,457.77 100.00% 

Deducting these $11,421.67 of Raw Materials contained in partly made 
or totally made-up goods from the total Raw Material proper, or $46^- 
792.71, we find the total inventory on May i, 1909, as follows : 

Raw Material proper $35,37i.04 

Goods in Process and Made-up Goods 18,457.77 

$53,82a8i 
The )o8s adjusted being 42%%, we find the same to be $22^77.24 

The plant, we note as accountants for the assurers, not to have been re- 
duced by any depreciation for the last three years, nor any reserve set up 
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against it for this purpose, therefore we will allow a yearly depredation 
of io% on the diminishing value to prevail, viz. : 

Plant and Machinery Account. 

Inventory, Jan. i, 1906 $i7»2a3.96 

Purchases, 1906 Soaoo 

17,72396 
10% Depreciation 1,772.40 

Value, I>ec. 31, 1906 i5,95i.S6 

Purchases, 1907 540.22 

16,491.78 
10% Depreciation 1,649.18 

Value, Dec. 31, 1907 14342.60 

Purchases, 1908 409.00 

15,251.60 
10% Depreciation 1,525.16 

Vahie, Dec. 31, 1908 13,72644 

Purchases, 1909, to May i 361.22 

14,087.66 
Depreciation, 10% per annum, or 3%% ^or four 

months 469.55 

Value of Plant May i, 1909 $13,618.11 

Loss, 42%%, adjusted — — ^— ^^ j^^ j^^ 
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Problem 36. 

(Illinou Examination, May, 1911.) 

The Ledger Balances of the accounts of John Smith at 31st December, 
1910, are as follows: 

Accounts Receivable $5,140.00 

Accounts Payable 2,692.00 

Bills Payable 658.00 

Bills Receivable 217.00 

Loan Advanced by J. Smith 500.00 

Cash on Hand 44.00 

Bank Overdraft 1,065.00 

Inventory, January i, 1910 3,020.00 

Purchases 7>386.oo 

Sales 16,406.00 

Wages 433900 

Office Salaries 1,045.00 

Traveling Expenses 503.00 

Interest Paid i73-oo 

Stationery 2S4.00 

Rent, Taxes and Insurance 222.00 

Discounts and Allowances 258.00 

Machinery Expense and Fuel 264.00 

Freight 206.00 

Incidental Expenses 151.00 

Commissions 50.00 

Rents Received 329*00 

Capital 3»249.oo 

Bad Debts 97.00 

$48,798^ 



Rent $200.00 a year is charged to September 30, 1910; repairs to engine 
estimated at $90.00, account not yet received. 

Provide 23^ per cent on Accounts Receivable for discounts, also $150.00 
for estimated loss by bad debts, and $20.00 for interest accrued on loan. 

Prepare Trading, and Profit and Loss Account and Balance Sheet as at 
December 31, 1910. 
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Solution. 

TRIAL BALANCE OF JOHN SMITH. 

December 31, 191a 

Accounts Receivable $5,140.00* 

Accounts Payable $2,692.00 

Bills Payable 658JOO 

Bills Receivable 217.00- 

Loan advanced by John Smith 500.00 

Cash on Hand 44-oo " 

Bank Overdraft 1,065.00 

Inventory, January i, 1910 3,020.00^ 

Purchases 7,386.00 * 

Sales 16,406.00 

Wages 433900 V 

Office Salaries 1,045.00 - 

Traveling Expenses 503.00 

Interest Paid 173.00 

Stationery 284.00 

Rent, Taxes and Insurance 222.00 

Discounts and Allowances 258.00 

Machinery Expense and Fuel 264.00 

Freight 206.00 

Incidental Expenses .^ 151.00 

Commissions r 50.00 

Rents Received 329.00 

Capital 3,249-00 

Bad Debts 97.00 . 



$24,399.00 $a4,391>^ 
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TRADING AND PROFIT AND LOSS STATEMENT OF JOHN 
SMITH FOR THE PERIOD ENDING DECEMBER 31. 1910. 

Saus $16,406.00 

Deduction from sales: 

Discounts and allowances $258.00 

Reserve for discounts 128.50 

Total deduction from sales 386.50 

Amount realized from sales $16,019.50 

Cost op Manufacture: 
Prime Cost: 

Inventory January i, 1910 $3,020.00 

Purchases 7,386.00 

Freight Forward 206.00 

Cost of materials $10,612.00 

Wages 4*B39-00 » 

Total prime cost 15451.00 

Factory overhead charges: 

Machinery expense and fuel $264.00 

Repairs to engine 90.0O 

Total overhead charges 354-00 

Cost of produetion 

Gross profit on sales 

Cost op Sales : 

Traveling expenses ^ $503.00 

Commissions 50.00 

Selling loss 

Cost op Administration : 

Office salaries $i/>45.oo 

Stationery 284.00 

Incidental expenses 151.00 

Total administration expenses 1480.00 

Total loss on sales $1318.50 
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Deduct other income: 

Rents received $329.00 

Interest accrued on loan (not cred- 
ited) 20.00 

34^-00 

$1,469.50 
Giarges against Income: 

Rents, Taxes and Insurance $222.00 

Rent accrued (not charged) 50.00 

$272.00 

Bad Debts 97.00 

Reserve for Bad Debts 150.00 

Interest Paid 173.00 

Total charges against income 692.00 

Net Loss $2,161.50 
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Problem 37. 

(Illinois Examinatioii, May, 1911.) 

A testator bequeathed by his will legacies amounting to $6,700joo. His 
widow was to be paid $1,000.00 within one month after his death, and 
his household furniture was specifically bequeathed to her. $74.12 was 
found in the house and the cash at the bankers was $1342.91. His in- 
vestments were valued at $48461.12 (their nominal value being $45,000.00). 
His real property was valued at $68,ooaoo. Persons were indebted to 
him for loans without interest for $450.00, while his creditors were 
$7,276.54. The funeral expenses came to $98.16, probate and miscellaneous 
expenses to $4*69745- 

Draw a statement, showing the " corpus " to be dealt with by the 
executors, assuming that the investments were bonds bearing interest at 
4 per cent, that the real property yielded 6 per cent., that the former were 
paid half-yearly, and the latter quarterly, and that both interests and rents 
fell due two months after the testator's death. 



Solution. 

SUMMARY STATEMENT OF THE EXECUTORS OF THE 
ESTATE OF , DECEASED 19. .. 

We charge ourselves with the following: 
For Account of Principal: 

Estate as per Inventory, viz. : 

Cash in the House $74*12 

Cash at Bankers 1,842.91 

Investments (4% bonds) 48461.12 

Debtors 450.00 

$50328.15 

Amount of Increase, viz. : 

Interest on Bonds (accrued at time 

of death) $6o(voo 

Rent (i month accrued at time of 

death) 340.00 

940.00 

Total Charges as to Principal $5ii7^i5 
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For Account of Income : 

Interest on Bonds (2 months after 
death of testator) $3po,po 

Rent (2 months after death of testa- 
tor) 680.00 - 

Total Charges to Income gSaoo 

Combined Total Charges |52,74&I5 

We credit ourselves with the following : 
Payment out of Principal: 
Testamentary Expenses, viz.: 

Fonetal Expenses $96.16 v 

Probating will and miscellaneous.. 4,69745 

l4»79S.6i 

Debts due by deceased 7^276.54 

Amounts paid to legatees i,oooxx> . 



Specific bequest to the wife of tes- 
tator IJ1O73.15 

Balance to be dealt with by executors %3gj676joo 
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Problem 38. 

(New York F.Tamination, June. 1911) 

The cost books of Factory A, the product of which is charged to the 
main office of the X. Y. Z. Co., at factory cost, show the following facts 
January x, 1910: 

Cash (imprest fund) $500; raw materials, $17,688.51; wages unpaid 
/and distributed, $3,348.67 ; goods in process, at prime cost, $62^2 58.61, phis 
>/ $11,352.75 for general expenses, and $9,007.50 for management charges; 
finished goods, $45, 290. 20V 

The invoices for purchases of raw materials for the year amounted to 
^•78,375-65; wages paid,' $133,041.27; management charges, $53,695;% 
^ factory expenses, $36,967.08. v The cash reoepits for one year's rent of loft 

were $1,200, and for 11 months' sale of power $330, the twelfth month 

being unpaid. 

The raw materials consumed diuing the period amounted to $64, 188.33 » 
management charges distributed $55,761.90; factory expenses distributed 
to costs amounted to $43,033,23. There was also a loss on machinery 
replacements of $107.50. 

The finished product output for the year amounted to $324,583.43, in- 
cfatding all costs, and the transfers to the main office were $338,297.90. 

At the close, of the period December 31, 19x0, there remained unpaid 
and undistributed to goods in process the regular factory pay roll for 3 
days amotmting to $3,857.93 and also 1500 hours of operative's overtime 
at an average rate of 45 cents per hour, payable on a basis of 2}^ hours 
overtime as the equivalent of 3} hours regular time. 

Raise all the ledger accounts affected and show final trial balance. 



SoludoiL 

Cash Account. 
Main Office $500 .00 

Raw Materials. 

Main Office $17,688 . 51 Manufacturing acc't. . . $64,188 .33 

Purchases 7^,375 ^5 Balance ' 3i.*7S -83 

$96,064 . 1 6 $96,064 . 16 



Balance $3i»875 -83 
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Capital Accounts. 

Main Office $107.50 

Waobs. 

Main Office S133.041.27 Main Office $2,348.67 

Balance 3>8o2 .93 Manufacturing acc't.. 130,692 .60 

Regular pay roll 3,857.93 

1 ,500 hours overtime . 94 5 • 00 



$136,844 . 20 $136,844 . 20 



Balance $3,802 .93 

Manufacturing Account. 

Main Office $62,258.61 Finished goods $324,583.43 

Raw Material 64,188.33 Balance 31,351.24 

Wages 130,692.60 

Management 55»76i -90 

Factory gen. expenses 43»033 • 23 



•355»934 67 l355»934 67 



Balance $31,351.24 

Factory Gbnbral Expbnsbs. 

Main Office $11,352.75 Rent $1,200.00 

Main Office 36,967.08 Power 330.00 

Power tenant charge . 30 . 00 

Manufacturing acc^. . 43 ,03 3 . 2 3 

Balance... 3,726.60 



$48,319.83 $48,319.83 



Balance $3,726.60 

FiNisHBD Goods. 

Main Office $45,290.20 Main Office ^33S*397 90 

Manufacturing acc't. . 324,583.43 Balance 31.575-73 

^369»873 63 $369,873 63 



Balance $31,575-73 

Tbnant. 
Factory gen. expenses $30 .00 

Managembnt Chargbs. 

Main Office $9,007.50 Manufacturing ace' t. . $55,761.90 

Main Office 531^95 00 Balance 6,940 .60 

$62,702 .50 $62,702 . 50 



Balance $6,940 .60 
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Wages $a,348 

Rent reoeived 1,200 

Power 330 

Capital acc*ts (replace) 107 

Finished goods 33^,297 

Um>aid pay roH 3>So2 

Balance 102,089 



Main Oppicb Account. 

Sundries $146,097 

Raw material 7^1375 

Wages 133.041 

Management 53.^05 

Factory gen. esqpenses 36,967 



67 
00 
00 
50 
90 

93 
57 



$448,176.57 



57 
65 
27 
00 
08 



$448,176.57 



Balance $102,089 • 57 



Trial Balancb. 



Cash $500 .00 

Raw material 31*^75-83 

Manufacturing aoc't. . 3 1 ,3 5 1 • 24 

Factory gen. expenses 3 , 7 26 . 60 

Management 6,940 .60 

Finished goods 3i»575-73 

Tenant 30 .00 

$106,000.00 



Capital accounts 

Wages 

Main Office accounts. 



$107 .50 

3»8o« 93 
102,089 57 



$zo6,ooo .00 
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Practical Accounting Problems, 

Problem 39. 
(New York Examination, June, 1911.) 

Philip Jones, a citizen of New York State, died April i, 1909, leaving 
a will appointing four executors. The will was probated May i, 1909, 
showing the following bequests: 

X yi share, B Ji, C -jf^ of the entire estate after payment of funeral ex- 
penses, debts, etc., a specific bequest to the A Hospital consisting of $20,- 
000 and a parcel of improved property valued at $50,009. 

The inventory filed by his executors was as follows: 5% mortgage for 
$40,000, interest payable semi-aimually on June 30 and December 3 1 ; 500 
shares common stock of Industrial Company, par value $100, appraised @ 
110; 50-5% first mortgage bonds of A Railway Company, par value $100, 
appraised ® 104, interest payable semi-annually on March i and September 
I ; accotmts receivable valued at $20,000 ; cash in banks and on hand, $69,- 
350; household furniture and effects appraised at $5,500. 

The executor's transactions were as follows : 

Cash Recbipts. 

500 shares of Industrial stock sold @ $115 per share. 

45 first mortgage bonds sold July i @ $111 and accrued interest. 

Accounts collected, $18,500 (balance worthless). 

6% dividend on Industrial stock declared May i, 1909. 

Interest on bank balances $1,300, of which $400 accrued prior to tes- 
tator's death. 

Interest on bonds and also oa mortgage duly collected. 

Rents collected $4,000, of which $1,500 accrued prior to death of 
testator. 

The household furniture and effects. were taken by X at the appraised 
valuation. 

Cash Payments. 

Funeral expenses $2,000 

Expenses of probating wiU 335 

General legal services i,ooo 

Rent of ssae deposit vault 50 

Care of cemeteiy lot, etc 500 

Premium on executors* bonds 100 

Stationery, postage, etc 125 

Debts of deceasedf. 1 2,865 

Taxes 1,025 

X on account of legacy 1 2,000 

C on account of legacy 20,000 



The inventory on December 31, 1909, the date on which the executors 
wish to render an accounting, is as follows: 

5 % mortgoge $40,000.. 

Five 5% first mortgage bonds of A Railway Company.* 

Interest on X's advances amotmts to $350 and on C's advances $575. • 
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Accountancy Problems and Solutions. 

Prepare (a) a summary statement separating principal and income • 
(b) a statement showing amounts due beneficiaries, (c)!!^ statement show- 
ing the commission due executors. 

Solution. 

(a) Summary Statbmbnt op trb Exbcutors op thb Bstatb op Philip 

JoNBS, who Dibd April z, 1909. 
We charge ourselves 
First, as to Principal, with — 

Amount of inventory $194,950 .00 

Amount of increase, vis. : 

Industrial stock $9,50000. 

Railway bonds 315 ,00 . 

Rent and interest accrued ' 

prior to testator's death. .. 3,420 .83 5*235 .S$ 

Total charges, as to Principal . . $900,18$ . 83 

Second, as to Income, with — 

Amount of dividend on industrial stock $3>ooo .00 ' 

Amount of interest on advances 925 .00 

Amount of interest on bank balances 900 .00 

Amount of rent 2,500 .00 

Amount of interest on mortgage i>5oo .00 

Amount of interest on bonds 66,67 

Total charges, as to Income 8,891 .67 

Combined total charges, principal and in- 
come $209,077 . 50 

fVe credit ourselves: 
First, as to Principal, with — 
Amount of testamentary expenses, viz. : 

Funeral expenses $2,000.00 

Probating of will 335-00 

General legal services 1,000.00 

Rent of safe deposit vault 50.00 

Care of cemetery lot, etc 500.00 

Premium on executors' bonds 100,00' $3,985.00 



Amount of miscellaneous payments : 

Debts of deceased $12,865.00 

Taxes 1,025.00 13,8904)0 



Amount lost on acc'ts receivable . . . $1,500.00 

Amounts advanced to legatees, viz. : 

X., Cash advances 12,000.00 

Interest on advances. 350.00 
Household furniture.. 5,500.00 $17,850.00 



C, Cash advances $20,000.00 

Interest on advances. 575.00 20,575.00 jS^SiX) 

Total credits, as to Principal $S7A»i» 
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Second, as to Income, with — 
Amount of stationery, postage, etc $125.00 



Combined total credits, Principal and Income $57*925.00 

Balance $i5i>i52.So 

Deduct: 

Executors' commissions as per statement $4,(^1.72 

Specific bequest to " A " Hospital 20,000.00 

24,981.72 

$126,170.7^ 



Balance available for legatees consists of the 
following : 

A 5% mortgage for $40^ooaoo 

Five 5% mortgage bonds at 104. . 520.CX) 
Cash 85,650.78 



$126,170.78 • 



(2^) Statement Showing Amounts Due Beneticiaries 

Total value as per inventory $194,950.00 

Total net increase, viz.: 

Increase, principal $5*23583 

Increase, income ifiguSy 



$14,127.50 
Less— Decrease 1,500.00 12,627.50 $207,577.50 



Disbursements, exclusive of advances: 

Testamentary expenses $3»985.oo 

Miscellaneous payments 14,01 5.00 18,000.00 

,M -I ■ . ■ ■■ f , . 

Balance $189*577*50 

Deduct : 

Executors' commissions as per statement $4,981.72 

Specific bequest to "A" Hospital 20,000.00 24,981.72 

Balance available to legatees $164,595.78 

Deduct advances 38425.00 



Remaining balance for distribution $126,170.78 



X. is therefore entitled to %, or $37,015.26 

B. to ^, or 41,148.95 

C. to A, or 48,006.57 



$126,170.78 
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(c) Statement Showing Amounts Due Executors for Commissions 

Total value of estate as per inventory $194,950.00 

Total net increase (as shown in Statement b) 12,^.50 

Total amount $207,577.50 

Deduct: 

Specific bequest to " A " Hospital $20,000.00 

Inventory on hand at the time of rendering this 
accounting 40,520.00 60,520.00 

Balance on which commissions are to be com- 
puted $i47>o57«SO 

Allowing 5% on the first $1,000.00. . . .^ $50.00 

Allowing 2^% on the first $10,000.00. .* 250.00 

Allowing 1% on the balance of $136,057.50 i*36oi57 

$1,660.57 



As the value of the estate is over $ioo,ooaoo and there are four ex- 
ecutors, three single commissions are to be allowed to be divided amon^ 
the four executors. 

The total commission is therefore $4,981.72 and each individual execu- 
tor's share is $1,245.43. 
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Problem 40. 

(New York Examination, June, 1911.) 

The Prosperous G>mpany is organized under the laws of the State of 
New York to conduct a manufacturing business. The authorized capital 
is $500,000.00, divided into $250,000.00 common and $250,000.00 preferred 
stock, par value of shares $100.00. Five incorporators subscribe each for 
one share of conunon stock at face value. John Peters, one of the incor- 
porators, purchases from three manufacturing companies their complete 
plants for $499^500.00 and transfers said plants to the Prosperous Com- 
pany for the remaining $499,500.00 of common and preferred stock and 
$ioo,OQpjOO of First Mortgage 5% bonds out of a total issue of bonds 
amounting to $150,000.00, leaving $50,000.00 of bonds in the treasury. The 
incorporators then pay in cash for their respective subscriptions. 

The individual assets acquired are as follows: land and buildings, 
' $75/)OO.oo; plant and machinery, $200,000.00; tools, equipment and fixtures, 
$50^000.00; inventories, $100,000.00; accounts receivable, good, $28,000.00, 
doubtful, $5,000.00; cash, $12,000.00. 

Prepare (a) opening entries for the books of the Prosperous Company, 
(b) initial balance sheet showing the Company's financial condition. 
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Solution. 

THE PROSPEROUS COMPANY. 

Incorporated under the laws of the State of New York 

with an 

AUTHORIZED CAPITAL 

of 

$500,000.00. 

divided into a, 500 shares of common and 2,500 shares of preferred capital 
stock, par value of each $100.00. 

Common Stock Subscriptions $500 .00 

Unsubscribed Common Stock 249,500 .00 

Unsubscribed Preferred Stock 250,000 .00 

To Authorized Common Stock $250,000 .00 

Authorized Preferred Stock 250,000 .00 

for the respective subscription to five shares of 

the Common Capital stock of this Company by 

one share each, also to 

place the authorized issue on the books. 

Plant, Good Will and Simdry Assets 599>5oo .00 

To John Peters, Vendor $599,500 .00 

for the transfer to this Company of his rights, 

title and interest in all of the assets, including 

the good will acquired by him from X, Y and Z, 

Companies fully enumerated in the bill of sale 

dated , approved by the Board 

of Directors, as shown in the Minute Book page 

First Mortgage Treasury Bonds 1 50,000 .00 

To First Mortgage Payable 150,000 .00 

in accordance with the resolution of the Board 

of Directors the Company was authorized to 

issue $150,000.00 of first mortgage bonds pay- 
able bearing five per cent, interest. 

Subscription to Common Stock 249,500 .00 

Subscription to Preferred Stock 250,000 .00 

To Unsubscribed Common Stock 249,500 .00 

Unsubscribed Preferred Stock 250,000 .00 

for John Peter's subscription to balance of tm- 

subscribed stock. 

John Peters, Vendor 599>5oo 00 

To Subscription to Common Stock 249,500 .00 

Subscription to Preferred Stock 250,000 .00 

Treasury First Mortgage Bond 100,000 .00 
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for a,495 shares of common and 2,500 shares of 

preferred stock and bonds issued to the 

above in full pa3rment for the assets transf trred 
to this Company. 

Cash $500.00 

To Common Stock Subscription $500 .00 

payment for subscription by the respective 

subscribers. 

In accordance with a resolution of the Board 

of Directors fully recorded in the Minute Book 

page . . .the following entry is made in order to 

place the various assets acquired, on the books 

of the Company. 

Land and Buildings 75iOoo .00 

Plant Machinery 200,000 .00 

Tools, Equipment and Fixtures 50,000 .00 

Inventories 100,000 .00 

Accounts Receivable a8,ooo .00 

Cash 12,000.00 

Good Will 134,500 .00 

To Plant, Good Will and Sundry Assets.. . . 599*500 .00 

Accounts Receivable 5,000 .00 

To Reserve for bad and doubtful debts. . . . 5fOoo .00 

This entry is made in order to record the doubt- 
ful and bad accounts in the controlling account. 
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Practical Accounting Problems, 

Notes on Problems. 

Problem 1. ^ 

The wording in this problem is ambiguoul It reads that repairs and 
renewals are to be charged to the plant and a depreciation of six per cent 
per annum is to be allowed. Repairs and renewals should be charged as 
a revenue and not as a capital expenditure. The problem does not state 
whether the repairs and renewals in question were of such a nature as to 
increase the earning capacity of the concern. 

With regard to the solution, it will be observed that in charging 
depreciation on plant the wording of the problem was followed to the 
letter, and therefore cannot be criticised as incorrect The interest 
on loans was distributed respectively between New York, Chicago, and 
Minneapolis on the same basis as the interest on capital While this 
divbion of interest on loans may be questioned, yet from the wording of 
tiie problem nothing else could be inferred. The problem states that '' in- 
terest on borrowed money was to be distributed according to the invested 
capital at each branch." Whether the capital of which that interest is 
charged was divided according to the original investment or not the 
problem does not state. 

Problem 2. 

The solution of this problem consists of two statements. The first one, 
which is a summary accounting statement of the executor, is not made 
out strictly in accordance with the requirements of the law; no dates are 
supplied by the examiners and it is, consequently, impossible to distinguish 
between principal and income. All interest on the bonds and mortgages 
is considered as principal in this case and is entered under the amounts 
of increases. The executor has realized on the assets, part of which had 
been accepted by the legatees as advances; the balance is all cash, to be 
distributed among the three children according to the separate statements 
appended, showing clearly the amounts advanced in cash and otherwise, 
and the balances due to each legatee. It will be noticed that the testator 
has limited the allowance of the executor in the will; he cannot daim 
more than $2,500, although the calculation according to the law might 
have resulted in a larger fee. 

Problem 3. 

This is a real problem illustrating the adjustment of partners' capi- 
tals in a liquidation where it is desired to distribute the assets in install- 
ments as soon as they are received, thus paying the monthly distribu- 
tions before the final net profit or loss has been ascertained on the total 
realization. The question will now arise: on what basis should each in- 
stallment be distributed? How should the first installment be divided? 

It should not be apportioned in the ratio of the original investments, 
that is, 4 : 3 : 2 : I ; neither can it be divided in the proportion the profits 
or losses are divisible, nor proportionately to the capitals at the dissolu- 
tion of the partnership. 
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The correct method would be to equalize the status of the partners, 
and justly so for this reason; it is quite impossible to know beforehand 
how much the remaining assets will realize; ergo, assuming that no more 
cash will be received, the consequent loss must be borne by the partners 
in the agreed ratios. 

Let tis therefore illustrate the equalization procedure at this stage of 
the operations. 

Net capital at time of dissolution $90,000.00 

Deduct: 

Liquidation expenses, first month $ 400.00 

First month's cash installment 21390.00 22,290.00 



Leaving unrealized assets as an assumed loss aggregating.. $57,71000 



Capital balances, after deducting first month's expenses: 



Division of 
losses 



A 
$36,66aoo 

35% 
23.698.50 



B 
$27,048joo 



i8,95&8o 



C 

$i7»5S2.oo 

32% 
14,896.20 



$8^3404)0^ 

15% 
iQ»i56.5o 



Efitaltzed capitals 12,961.50 



8,089.20 



3,655.80 



*i3i6.so 



♦Deficit 

D must bring in additional $1,816.50 to cover his deficit 

The first month's cash installment will be: 

Cash collected for distribution $2i390ix> 

iy% new cash 1^16.50 

$23,706.5) 

Which will be distribnted between A, B and C in accordance wiUi 
their equalized capital holdings, viz.: 

A $12,961.50 

B 8,089.20 

C 2,65s8o 

$23,706.50 

An eminent authority on the correctness of the principle involved in 
the problem under review, Henry Rand Hatfield, Ph. D., Associate Pro- 
fessor of Accounting at the University of California, favors the equaliza- 
tion method In his admirable Modern Accounting he says: "The ad- 
justment between partners having once been made, all further install- 
ments are to be divided in proportion to the division of losses. This is 
not because the division of assets is at all the same as the division of 
profits or of losses, but because this method of treating aU unrealised 
assets as potential losses prevents any one of the partners being over- 
paid." 
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In Dicksee's Advanced Accounting a problem is given, illustrating 
the basic principle under discussion. Dicksee also favors the solution on 
the equalization basis. Hence, in any contingency the partners will be 
paid their just and equitable shares, and the prime object of the distri- 
bution has been accomplished. 

The 5% commission should be eliminated from the partnership ac- 
counts; it is a private agreement to be adjusted by the partners inter se. 

Suppose, after the equalization of the partners' capitals, D is not pre- 
pared to produce cash to cover his deficit of $1,816.50, how will then the 
cash distributions be divided between A, B and C before and after D 
has made good his deficit? How much will D get after reimbttrshig 
A, B and C? In this instance D's deficit must be borne by A, B and C in 
the ratio 35: 28: 22, thus: 

First Month's C.\sh Distribution. 

A's equalized capital $12,961.50 

Less 35/85 of $1,816.50 747.97 $12,213.53 

B's equalized capital 8,089.20 

Less 28/85 of $1,816.50 598.38 7^490.82 

Cs equalized capital 2,655.80 

Less 22/85 of $1,816.50 470.15 2,185.65 

Total $21,890.00 

Second Month's Cash Distribution. 

A's share, 35% $15,207.50 

Add 35/85 of $1,816.50 from D 747-97 $15.95547 

B's share, 28% 12,166.00 

Add 28/85 of $1,816.50 from D 59838 12,764.38 

Cs share, 22% 9»559-00 

Add 22/85 of $1,816.50 from D 470.15 10,029.15 

D^s share, 15% 6,517.50 

Less his deficit apportioned to A, B, and C 1,816.50 4,701.00 

Total $43,450.00 

The third and fourth months' cash distributions will be the same as 
stated in the solution above. 

Another sohition to this problem may be of interest to the reader: 
In accordance with Dicksee's method, that where payments arc made 
to partners before all assets have been realfecd, the partners' accoimts 
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should be brought to the ratios in which they share profits or losses, we 
proceed as follows: 

Amounts to credit of partners* accounts, after debiting their propor- 
tions of the loss is $8,000; and the personal drawings are: A, $36,800; B, 
I27.160; C, $17,640; D, $8,400. 

Taking D's credit as 15% of the equalized capital (which, it will be 
found, is the easiest way), we get, A, 35%, $19,600; B, 28%, $15,680; C, 
22%, $12,320; D, 15%, $8,400. 

As the capital accounts of A, B, and C are all in excess of their equal- 
ized capital, a sufficiently large amount to reduce their capital to the equal- 
ized amount should be paid them before any payment is made to D. 

The cash receipts for the first month are arrived at thus : 

Book value of assets realized $30^i9aoo 

Less liabilities liquidated $7,900.00 

Less loss and expenses 400.00 8.300.00 

$2i,89aoo 

If this amount were distributed among A. B, and C in the ratio of 35, 
2B, and 22, the amounts paid over would be: A, $9,013.53; B, $7,210.82; 
C, $51665.65 ; but the amount necessary to reduce Cs captal to the equalized 
capital is only $5,320, so we adopt this method : 

Cash receipts $21,890.00 

Less payment to equalize Cs capital 5,320.00 

To be divided among A and B $16,570.00 

Dividing this amount in the ratios of 35 and 28 we get. A, $9,30S56; B, 
$7,364.44. 

But C has to pay A and B a commission of 5% of his share, or $266, 
which we deduct from the amount payable to him, and credit in equal 
amounts to A and B. increasing the amounts of cash paid to them accord- 
ingly. 

The cash receipts for the second month, ascertained in the same way 
as those of the first, amount to $43450, from which we deduct amounts 
necessary to equalize A and B's capital accounts, viz. : 

A $7,994.44 

B 4,115.56 

$12,110.00 

leaving $31,340, and all subsequent cash receipts to be distributed to all 
partners in the ratio of 35, 28, 22, and 15 ; C and D's shares to be subject to 
the 5% commission payable to A and B. 
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A 

^ ^^' . Cr. 

To Drawings $400.00 By Capital Account 

" 35% of loss $8^000... 2^.00 Investment $40/>oo.oo 

" Balance 36^00.00 

$40*000.00 $40,000.00 

^ ^ By Balance $36,800.00 

To Cash on account i9,33l^*SlS " C 54 commission on 

" Balance 27,594.44 his share 133.00 

$36,933.00 $36,93300 

To Cash to reduce capital By Balance $27,594.44 

to rate of 35% $7,»4.44 

Balance 35% 19,600.00 



$27,594.44 $27,594.44 

To 35% Loss and expense By Balance 35% $19,600.00 

of liquidation " C H commission on 

First month... $400. 00 $140.00 his share 172.37 

Second month. 750.00 262.50 " D 54 commission on 

* Cash 11,258.89 his share 117.52 

" Balance 8,228.50 



$19389.89 $19,889.89 

To 35% Loss and expense By Balance 35% $8,228.50 

of liquidation ** C }i commission on 

Third month... $340.00 $119.00 his share 87.28 

* Cash 5,701.29 " D 54 commission on 

Balance 2,555.00 his share 59.51 

$8»375.29 $8,375.29 

To 35% Loss and expense By Balance 35% $2,555.00 

of liquidation " C 54 commission on 

Fourth month.$iio.oo $38.50 his share 39.54 

Cash 2,583.01 " D 54 commission on 

his share 26.97 



$2,621.51 $2,621.51 

B 
I>r. Cr. 

To Drawings $600.00 By Capital Account 

28% of loss $^000 2,240.00 Investment $30,000.00 

'*' 27,i6o.c 



Balance 27,160.00 



$30,000.00 $30,000.00 

To Cash on account $7,497.44 By Balance $27,160.00 

- Balance 19.795. So " C 5^ commission on 

his share 133.00 



$27,293.00 $27,293.00 

To Cash to reduce capital By Balance $17,795-56 

to rates of 28% $4,115.56 

* Balance 28% 15,680.00 



$19,795.56 $19,795.56 
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To a8% Loss and expense By Balance 28% $15,680.00 

of liquidation: *' C }^ commission on 

First month ..$400.00 $112.00 his share 172.37 

Second montii. 750.00 210.00 " D 54 commission on 

" Cash 9»o6s.io his share 117. S3 

" Balance 6,582.80 ^ ^ 



r^ r.^ . , $15,969.90 $15,969. 9» 

To 28% Loss and expense By Balance 28% $S582.a» 

of liquidation: " C ^ commission on 

Third month.. $340.00 $95-20 his share 87.29 

Cash 4,590.40 " D 54 commission on 

" Balance, 28% 2,044.00 his share 59.51 

$6,729.60 $6,7a9.(5D 

To 28% Loss and expense By Balance 28% $2io44.oo 

of liquidation: " C j^ commission on 

Fourth month. $110.00 $30.80 his share 39-55 

" Cash 2,079.71 " D H commission on 

his share 26.96 



$2,110.51 1^110.51 

C 

Dr. Cr. 

To Drawings $600.00 By Capital Account 

" 22% of loss $8^000 1,760.00 Investment $20,000.00 

*' Balance 17,640.00 



$20,000.00 $iXM»o.oo 

To A commission S133... 
" B commission $133... $266.00 

5% of share 
" Cash to reduce capital 

to ratio of 22% S054.00 

•* Balance 22% 12,320.00 By Balance $17,640.00 

$17,640.00 $17,640.00 

To 22% Loss and expense 
of liquidation 

First month... $400. 00 $88.00 
Second month. 750.00 165.00 
*' A commission $172.37 
" B commission $172.37 344-74 
5% of share 

" Cash 6,550.06 

" Balance 5,172.20 By Balance 22% $12,320.00 

^ ^ , $12,320,00 %1%3»M 

To 22% Loss and expense 
of liquidation 

A commission.. ^.28 
B commission.. 87.29 174.57 
5% of cash share 

Cash 3,316.83 

Balance 1,006.00 By Balance 22% $si7a.90 



liqi 
Third month.. $340. 00 $74.80 



$5,172.20 $&i7a. 
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To 22% Loss and expense 

of Gquidation 
" 6 commission.. 39.55 79-P9 

Fourth month. $110.00 $24.20 
" A commission. .$39.54 

5% of cash share 
" Cash i>Soa.7i By Balance aa% $1,606.00 

$1,606.00 $1,606.00 

D 

Dr. Cr. 

To Drawiag:s $400.00 By Capital AcOMtat 

• 15% of loss $8,000 i;20O.oo investment $io/)oo.oo 

• Balance 8400.00 

$10,000.00 $10^000.00 

To 15% Loss and expense 
of liquidation 

First month... $400. 00 $5o.oo 
Second month. 750.00 112.50 
" A commission. $11 7. 52 

• B commission. 117-53 235.05 

5% of share 

• Cash 4,465.95 

" Balance 15% 3,526.50 By Balance 15% $8^00.00 

$8400.00 $8Uoo.oo 

To 15% Loss and expense 
of liquidation 

Third month.. $^.00 $51.00 
" A commission.. $59. 5 1 

• B commission.. 59.51 119.02 

5% of share 

• Cash 2,261.48 

" Balance 15% 1,095.00 By Balance 15% $3*526.50 

_ _ $3»526.5o $3,526.50 

To 15% Loss and expenae 

of liquidation 

Fourth month. $110. 00 $16.50 

• A commission. .$26.97 

" B commission.. 26.96 53-93 

5% of share 
" Cash 1,024.57 By Balance 15% $1/95.00 

$1,095.00 $1/95 00 
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Problem 4. 

It will be noticed that in solving this problem the gross profit has beoi 
determined in the trading account without taking into consideration the 
selling expenses — advertising and traveling. The assumption in this case 
has been that the advertising as well as traveling expense have resulted 
in sales both for the house and for the agency. If the facts in die 
problem were such as to indicate that the general administration expenses 
only were to be apportioned between trading and agency, the results, off 
course, would be entirely different. The gross profit would then be 
$416.92 and there would not be any net profit from trading, but, on the 
contrary, a net loss on trading amounting to $1,545*62. The final net profit 
from agency and trading would, of course, be the same, $2,907.76. 

We are also asked in the problem to prepare a statement which would 
show the perpfntages of turnover and commission that the total expenses 
represent. By dividing the turnover $54,^16. 19 into the total expense 
$10,880.24 we find the percentage of turnover to be 19.8485+- By dividiiv 
the commissions $10,341.00 into the total expense $10,889.24 we get a per- 
centage of commission equal to 105.2142+. It is noticeable that no reserve 
has been created for depreciation of buildings or furniture and fixtures^ 
nor has there been created any reserve for bad debts. That, of course^ 
is due to the fact that the problem does not require us to do it 

While the problem does not call for any balance sheet, yet, to prove 
that the final net profit is correct, we prepare the balance sheet as shown 
on the next page. 

Problem 3. 

This problem is an excellent specimen of a situation with which the 
practising accountant is frequently confronted. Business men when en- 
gaged in an enterprise other than their regular calling, invariably fail to 
exercise that discretion and judgment in the matter of details which they 
display in their own business, and the problem is an illustration of su(A 
neglect, which resulted in the over-payment of dividends for which the 
directors are liable and would have to refund. 

The solution is very detailed in make-up and form and in the case 
of a mercantile concern would set forth all the essential facts in order that 
the operations may be brought down to a percentage basis for the purpose 
of comparison. Here, however, while these requirements are unnecessary, 
the solution is nevertheless instructive and will afford the student an oppor- 
tunity of condensing the various statements under general headings and 
still bring out the points which detailed statements illustrate. 

The income and expenditure account, which term is deemed here more 
appropriate than profit and loss account, is divided into six sections. The 
first three give the classification of revenue and expenditure incurred in 
conducting the business, resulting in a total profit of $228,300; sections 
IV, V and VI show the distribution of profits and payment of dividends 
unearned, causing a deficit of $5 1.70a 
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Problem 6. 

In the absence of details and specific technical points of the laws of 
Illinois relating to insurance companies, the solution may be accepted as 
correct. The only respect in which one versed in the laws of Illinois 
relating to insurance companies would change the solution would be 
in the matter of the reserve. One of these technical details which arc 
contrary to accountancy practice, is the fact that the laws do not permit 
a company to carry its furniture and fixtures as an asset for the purpose 
of calculating the reserve but they must be charged off as part of the 
expense of the year in which profits are earned. 

The reserve may be figured as follows: For all business written for 
one year or less at the risk of any year 50% is considered as being earned 
(on the assumption that a company doing a regular business has a num- 
ber of policies having only one day to run, as it has policies^^hat have run 
but one day), 50% is considered as being unearned. This system is car- 
ried out on the second year's business on the same equation of time, viz., 
if written this year, at the end of the year the proportion earned would be 
as 6 months is to 24, or one-quarter with three-quarters reserved; and at 
the end of two years, as 18 months is to 24, with one-quarter reserved. 

On this basis the unearned premium for the 

First year would be one-half $7,500.00 

Second year, three-fourths 13,875.00 

Third year, five-sixths 28,750.00 

Fifth year, nine-tenths 26,550.00 

Total reserve $76,675.00 

This is merely an illustration as to how, given all the details of the 
laws of the various states, the reserve may be calculated. 



Problem 7. 

This problem tests a candidate's ability better than any of the highly 
specialized questions. It would, perhaps, have been better, if the exam- 
iners had made it compulsory. The question calls [in (a)] for opening 
entries and balance sheet of the vendee company. The latter is hardly 
necessary, as the entries disclose the assets and liabilities. Such require- 
ment only adds additional labor without testing the candidate, excepting, 
perhaps, for the purpose of the make up, so as to examine his technique. 

Though the solution is not in the best possible form, it is an accurate 
answer to the problem. The solution should show the subscription to the 
stock, but, in the present case this cannot be done, as the problem is silent 
about it; an entry, supplying it would be useless, as the subscription 
could have been for a part of the capital stock only. In showing the 



175 

Digitized by VjOOQIC 



Accountancy Problems and Solutions, 

promoter's profit for effecting the consolidation (c) the answer is rather 
elaborate. It not only gives the profit, but traces it step by step from the 
start to the finish. 

A further statement could be shown of the cash transactions of the 
promoter, which would reveal the fact that the promoter made no cash 
advances whatsoever. Not until he had succeeded in underwriting the 
stock did he pay out ansrthing. His net profit is, as shown above, repre- 
sented by the lOO shares of preferred stock which, from the wording of 
the question, we assume he retained, or sold at par, his gain being the 
same in either case. 

The problem is also of value for other than the accounting features 
involved. It illustrates in a concrete manner the method of financing 
large enterprises which the industrial conditions of the country have 
called forth by reason of its growth, population and wealth, and the con- 
sequent necessity of combinations for the purpose of economic manage- 
ment and operation. For an impartial discussion of the compensation to 
the promoters of these gigantic undertakings and the risks they assume 
in underwriting the flotations of these companies, the student is referred 
to the book on "Corporation Finance," by W. H. Lough, and similar 
works. 

Problem 8. 

The solution to this question follows the sequence of the problem, 
namely, in showing the liquidation of the firm of A, B and C; the trad- 
ing account is prepared first in order to show the gross profit realized 
on the trade proper. This is followed by the interest account, this 
account being credited for the interest due by B and C, and charged for 
the interest due to A. The profit and loss account shows against the 
gross profit carried forward from the trading accounts, to which the un- 
expired insurance is added, all the other items that would go under this 
section, including the interest balance of $105.00, which shows a net profit 
for allocation among the partners of $2,817. This profit is allocated in 
accordance with the partnership provision of A, B and C. The partners' 
capital accounts which follow the profit and loss account, as rightly they 
should, show the respective balance of each partner in the business. This 
first part concludes the liquidation of the firm of A, B and C. The second 
part shows the affairs of the new firm, B, C and D. In accordance with 
the partnership agreement of the new firm, B withdraws the amount of 
$32.51, this being the excess of $10,000, as per his account; C invests an 
additional $31.20 to make up the $5,000 which he was supposed to invest; 
and D invests in cash one-fourth of the capital, namely, $5,000. The cash 
account is given in order to show the cash balance on hand at the begin- 
ning of the partnership of B, C and D. It includes the balance of the 
firm of A, B and C, and the additional investments of C and D, respect- 
ively. On the credit side it shows the withdrawal by B, and also the 
payment to the estate of A, leaving a balance of $4*762. The balance 
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sheet, which foUowSi shows the assets of the new firm as well as their 
liabilities, including, of course, the bond and mortgage, amounting to 
$»,ooo, payable to the estate of A in five yearly installments, and verifies 
the capital of the new firm. 

Problem 9. 

The solution gives an analysis of the 1906 transactions, accounting for 
the cash balance of June i, 1907, amounting to $832.14, and also for the 
deficiency amounting to $5,067.72. The accounts for 1907 show the result 
of the operation, with a credit balance to surplus, amounting to $9,107.16, 
against which is charged the deficiency during the previous year $5,067.72, 
leaving a credit balance to surplus amounting to $4,039.44. The compara- 
tive balance sheet in accordance with the requirements of the problem 
shows all the assets of 1907- 1908 as well as the liabilities of the same 
periods, with the respective increases and decreases, accounting for the 
results shown. 

The solution given probably covers more than the problem requires, 
but from the point of view of the practicing accountant it is not more 
than what would be expected of him. As a general proposition, the fewer 
the records the accountant has at his disposal the more analytical his work 
has to be in order to be enabled to substantiate his findings. In actual 
practice the various statements here given would all be called for accom- 
panied with schedules and exhibits, and the candidate submitting his solu- 
tion to the problem as it is here given would have no difficulty in demon- 
strating that he has had actual accounting experience. 

Problem 10. 

In solving this problem, all items required in the question should be 
given in one of the statements, but not necessarily repeated in all. Thus 
the item of common stock received as a bonus is only shown in Statement 
"B" and is omitted in Statement "A." 

It will be noticed that while Statement "A" shows a profit of $250,000.00. 
it includes bankers' own share in the syndicate. To this share there is 
added a profit of $25,oooxx), the difference between purchasing price and 
the price at which the bonds were sold to the syndicate. Deducting this 
sum the true profit would only be $225,000.00. 

The Bond Interest Account is self-explanatory. As the bonds were 
bought and sold "with interest," the account is debited for the intervening 
nine days, amounting to $123.29. It is credited for all interest income, in- 
cluding accretions, not due as yet, showing a net profit after one year of 

$363,536.99. 

Statement "B" shows the participants' accounts, that is, the final bal- 
ance due from each member of the syndicate. As will be recalled no 
member of the syndicate paid in money. All the necessary funds were ad- 
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vanced by the bankers. The participants' accounts have been debited for 
their respective allotments, and they have been credited for respective 
sales, the difference shows balance of stock on hand and consequently the 
amount which they owe for such stock remaining unsold. 

The Common Stock Account under Statement "B," shows the respec- 
tive share of the stock bonus given to each member of the syndicate, in 
accordance with his holding in the syndicate. 

Statement **C* shows first the bankers' estimated profit on the unsold 
bonds, the latter being figured at 925, the selling price to the syndicate. 

The second part of this statement shows the bankers' profits, earned 
and estimated. This profit is composed of the following: 

Profit on transfer to syndicate $250,000.00 

Bond interest (net) 362,536.99 

Estimated profit on unsold bonds 15*237.67 

Total $627,774.66 

In figuring these profits it must be borne in mind that there is in- 
cluded $25,000, mentioned above, representing bankers' own participation; 
furthermore that no interest has been considered on the bankers' outlay 
for purchase of bonds. 

The cash account shows all cash receipts whether for the sale of bonds 
or receipts of interest, as well as payments for bonds ''with interest" The 
balance of cash on hand belongs to the bankers. 

The final statement shows the bankers' profit to have been $612,536.99^ 
in which figures, however, is not included estimated profit on unsold bonds. 

The cash account requires some explanation. It will be noticed that 
although the problem reads that on February i, 1908, $6,000,000.00 worth 
of bonds were sold at an average price of 95 and on April ist $i,ooo,ooaoo 
worth of bonds at an average price of 94, the student may be led to sup- 
pose that the cash book would show the actual amounts received, which 
in total would average the price stated. As a matter of fact, the amounts 
entered on the cash book are at the average price of 95 and 94 respect- 
ively, and the itemizing of the two lots of bonds is merely to show the 
ratio which each participant's allotment bears to the total, each partici- 
pant's account being credited with his proportion of the bonds sold. 

This problem is a fit companion to Problem 7, and illustrates the 
method of marketing securities of industrial corporations. It will be 
observed that by advancing $9,000,000.00 in cash the syndicate was able to 
make a profit for the year of less than 7%, that is, on the assumption that 
the unsold bonds will yield a profit similar to the profit shown on the bonds 
already sold. As an offset to this small margin of profit, the participants 
of the syndicate, however, have received as a bonus shares of conmion 
stock of the Atlantic Ocean Bridge Company. 
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Problem 11. 

With regard to the solution, the cash book is self-explanatory except- 
ing that it may be remarked that the advances to incorporators are shown 
under one heading and are supposed to be posted as such instead of in- 
dividually to each subscriber. The journal entries are arranged to carry 
out the agreement of the parties in exact order, and the explanations 
accompanying each entry are sufficient to give the reasons for the records. 
It will be noted that the advances to the incorporators, as well as the 
accountant's fees, are charged to the corporation; a procedure which, 
although not required by the problem, can easily be inferred. Of course, 
the subscription to the ten shares of stock of each incorporator, as well 
as the receipt of stock, is left out entirely from the partnership books, and 
rightly so, as they are not pertinent to the partnership records. It may 
also be remarked that there are some other records given in the journal 
entries which do not pertain directly to the partnership affairs, yet as they 
are required in the problem they are given here. The ledger accounts arc 
presented for the purpose of showing the accounts before and after closing. 
The heavy-faced type indicates adjustment or closing entries, and presents 
the accounts in complete form. 



Problem 12. 

In this problem the Manufacturing and Trading Accounts are com- 
bined because the question merely requires the preparation of a Manu- 
facturing and a Profit and Loss Account. As it would not be proper to 
show sales in a Manufacturing Account, the two (manufacturing and trad- 
ing) have been combined in order to determine the gross profit realized 
It is rather questionable to include the item of traveling expenses in the 
Profit and Loss Account. This item represents a selling expense and 
should be included in the Trading Account; but, as the question does not 
call for the latter, it is entered in the profit and loss account. It is also 
questionable whether the credit of factory rent, $3,000.00, should go into 
the first section of the Profit and Loss Account. When the profit and loss 
account is divided into sections, that item would appear under the heading 
of " Income from Other Sources." The Balance Sheet is self-explanatory 
and every item is given in detail. 



Problem 13. 

It is required in this Problem to show the Realization Account, as well 
as the Profit and Loss Account of the amalgamated firm. Income and 
Expenditure Account would perhaps be a more correct term for this state- 
ment. The term Profit and Loss Account should rather be used in con- 
nection with trading concerns, while Income and Expenditure Accounts 
should be used in connection with non-trading firms. As the problem em- 
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phasizes the fact that the firms are professional, the preparation of a Profit 
and Loss Account would seem inconsistent. 

It will be noticed that the division of the net profits is made after all 
preferentials, in accordance with the wording of the problem, are taken 
care of by allowing to each respective firm the percentage agreed upon. 
The accompanying Capital Accounts of the members of each respective 
firm are self-explanatory. 

Problem 14. 

The problem is well selected to test the student's knowledge of corpo- 
rate finance. The solution consists of five exhibits: Exhibit A gives the 
separate Balance Sheets of the three amalgamating corporations; Exhibit 
6 consolidates the previous individual Balance Sheets, increasing, how- 
ever, the capital stock by $1,150,000.00, for which a new asset, Good Will, 
is created. Exhibit C gives us a condensed Trading and Profit and Loss 
Account of every concern for the last five years, the figures of net profits 
varying absolutely and also in proportion to the capital stock, the corpora- 
tion A showing the highest profits on the smallest amount of capital stock, 
in accordance with the requirements of the problem. 

It is now our task to allot equitably the capital stock of the new com- 
pany. Exhibit D shows the percentage of net earnings on the capital and, 
if 6% is considered a normal rate of income, the excess of average annual 
profits may be considered as good will in each of the three concerns. Ex- 
hibit E contains the distribution of the capital stock of the new corpora- 
tion; $350,000.00 are allotted in exchange for the old shares; the balance 
is distributed in the ratio which the good will of each of the merging com- 
panies bears to the total good will, as exhibited under D. It will be noted 
that under this plan the corporation A receives, comparatively, the highest 
allotment, its capital being only one-half of B's and one-quarter of Cs, but 
its net earnings were comparatively also higher. 

The report accompanying the solution is addressed to the president of 
the company and states the result of the investigation and the views of the 
accountant. 

Problem 15. 

The comments to this problem are practically given in the introduction 
to the solution. For the benefit of the reader, however, we append another 
form of solution, as given below: 

Acx:ouNT Sales 

Sales $45»ooo 

Charges : 

Freight , $1,400 

Claims and allowances 1,500 

Discount— -5% 2,250 

MSO 

Net proceeds to shipper's account %39J^5P 
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Balance Sheet 



Cash $18,050 Creditors $ii900 

Customers 14,100 Capital 30^50 



$32,150 $»IS0 



Pbdfit and Loss Account 

Discount lost $400 Discount gained $2,250 

Expense goo Trading 15,000 

Freight 700 

Balance to capital ac- 
count 15,250 

$17,250 $17,250 



Capital Account 



Cash $15,000 

Profit and loss 15,250 



$30,250 



Problem 16. 

The solution to this problem may be reached by three methods. The 
first method, given under Operation A, is a separate valuation of princi- 
pal (i) and annuity (2) ; the two added give the present value of the bond. 
Under (3) we find the amounts of interest, income rate and cash rate, and 
the premium $2,912.00 to be amortized in three periods. 

The Operations B and C arrive at the same result as A, though by dif- 
ferent methods ; the method tmder B is the shortest of all. The cash inter- 
est received is divided into income and surplus interest and the latter only 
is vahied, being considered as an annuity. The solution winds up with a 
schedtde of amortization showing the varying yearly net income and the 
amortization whidi reduces the book value of the bond to par at the date 
of matority. The division of profits is a simple matter and calls for no 
comments. 

Problem 17. 

In stating this problem an effort has been made to avoid ambiguota 
terms and phrases. In working out the problem care has been taken to 
show each item in connection with the operation. 

The trial balance presented in the problem is nothing but a collection 
of the assets and liabilities as well as the proprietorship of the concern on 
Jane 30, 1P07. 
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On operation proper the corporation has earned a net profit of 
$28^991.00, but as the dividends declared, paid and unpaid, amount to 
$60,000.00, it leaves a deficit for the year amounting to $31,009.00, which 
deficit has been made up from the surplus of 1907, decreasing that surplus 
to $35,366.00. 

The important principle "Valuation of Inventory" is here clearly 
shown, inasmuch as the market price of the raw material is on date of 
inventory $24.00 per ton, while the cost of the material is stated at $23.00 
per ton. The same principle is illustrated in the item of land, which, while 
its present value is estimated at $300,000.00, is nevertheless carried at its 
original cost of $270,000.00. 

It will also be observed that in stating the payment of interest on 
bonds the premium is deducted from such interest. This is based on the 
principle that the premium that the company received on the sale of the 
bonds is nothing else but a reduction of the rate of interest, and therefore 
one-fiftieth of that total sum of permium or $400.00 is deducted each 
year from the interest charges. 

The dividend declared on preferred and common stock respectively, 
but unpaid at the present, is treated as a liability. According to the 
wording of the problem this dividend has been declared, but is not payable 
until August, and hence a liability at the present. 

It will be noticed that the current reserve for bad debts ($7,716.00) 
has been deducted on the asset side from the item accounts receivable. 
The general reserve for bad and doubtful debts accumulated during 
previous periods, less the amount of actual losses from bad debts, is en- 
tered on the liability side of the balance sheet. The result would be the 
same if both reserves, current and general, were deducted from the 
accounts receivable. 

Problem 18. 

In the solution the realization and liquidation account is prepared 
in the ordinary form, showing on the debit side the assets to be realised 
and omitting the item of cash as this is already realized. Comparing 
the total of this heading with the totals of the headings *' Assets Recdized" 
and "Assets Not Realized," we find a difference of $103,500.00. In 
this balance is included, of course, the item of Materials and Supplies 
amotmting to $9 5 , 000. 00 . Eliminating this item from the debit side (assets 
to be realized) there is a difference of $8,500.00, which represents the 
loss on the realization proper, viz.: $8,000.00 by reason of bad debts 
written off, and $500.00 by reason of discounts and allowances on custo- 
mers' accounts prior to January i, 1908. In the problem, however, this 
difference was not carried out, but the supplementary charges and the 
supplementary credits respectively have been added and the net result 
of the trustee's operation shown in one sum. 

In the trustee's operations proper, under "Supplementary Charges'* 
and "Supplementary Credits," is shown the result of his operations, viz.: 
To the total under supplementary^pharges, $356,695.00, is to be added 
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the item of $3,000.00 for materials constimed from the inventory, making 
a total of $359,695.00. Against this the total of supplementary credits, 
after all the deductions are made, amounts to $338,135.00. That gives 
a loss on the trustee's operations, of $21,560.00. If we add to this the 
$8,500.00 lost on the realization proper, we get a total of $30,060.00, 
as shown in the last item on the credit side of the realization account. 
Under payments, the problem gives purchases of materials and supplies 
as $98,000.00. However, as under the item of notes given to creditors 
the amount of $180,000.00 is given, and the renewals are only $110,000.00 
we must conclude that $70,000.00 worth of material was bought on notes; 
hence, the figure of $168,000.00 under purchases of materials and supplies, 
in the Supplementary Charges. 

The balance sheet proves the condition shown by the realization 
and liquidation account. The item of cash is determined by adding to 
the difference found by subtracting the payments from the receipts, the 
balance of $450.00 on hand at the beginning of the trusteeship. 

The item of notes receivable is found by subtracting the cash amount 
received, $13,500.00, from the item $20,000.00, "notes received from 
customers.*' In the same way the items of accounts receivable, notes 
payable and accounts payable are determined. 

The items "accrued interest" and "accrued taxes," although charged 
as expenditures for the trusteeship, have not as yet actually been paid 
and are treated as deferred liabilities. 

Problem 19. 

The transactions of the Association and of the Club are numerous but 
presented clearly so that the solution is not difficult and requires no expla- 
nation. The journal of the association, in which also the cash transactions 
are entered, contains a detailed record of its incorporation, its deal in real 
estate and of the mortgage. The journal of the Fairview Club contains 
the records of its organization by the association and its transactions, viz., 
dues received, assessment of members and expenses, resulting in a de- 
ficiency of $4,500.00. All entries are posted to the ledgers and the final 
Balance Sheet proves the correctness of our books. 

Problem 20. 

A. — On closing entries in books of Jones & Jackson: 
By drawing proper ledger accounts, it may readily be seen that all of 
the old accounts in the books of Jones & Jackson, as well as the new ones 
necessary for the adjustments, are now closed. But two items deserve 
special mention, viz., the drawing account and the division of good will 
As it is not usual for stockholders to have drawing accounts in their com- 
panies, or, in cases of this kind, to treat debit balances in such accounts 
as assets, it appeared desirable to c|Me them into their corresponding 

183 



Digitized by CjOOQIC 



Accountancy Problems and Solutions. 

capital accotmts. Regarding good will, the partnership law provides that 
afi profits of a co-partnership, in the absence of a special agreement, are 
to be divided equally between the partners. Good will represents a profit 
on sale to the corporation; hence, the equal division shown. 

B. — On opening entries in the books of the Consolidated Manufacturing 
Coifipany r 

The " good will " item of $714,000 among the assets of the Independent 
Manufacturing Co. consists of the original item as per balance sheet sub- 
mitted ($50,000), plus the item of good will created by the consolidation 
($564,000). 

"Reserve for Working Capital— 150,000." It is true that no definite 
value can be assigned to the treasury stock contributed by the stock- 
holders, for this value depends upon the future price. But as we can 
easily adjust the amount by subsequent entries at the time when the stock 
is disposed of, the objection just raised need not be considered any 
further. 

Inasmuch as only $20,000 was realized for $50,000 of stock, the reserve 
account or working capital has suffered a decrease of $30,000, hence the 
adjustment, previously referred to, is now made. 

A very interesting question is raised by the next transaction involving 
the disposal of bonds at a discount. Undoubtedly, had no stock been 
offered as a bonus, less than 90 would have been realized. Why, then, 
should not the value of the stock (say about $30,000) be charged to Dis- 
count on Bonds Account, leaving only the balane ($45,000) to reduce the 
amount of reserve for working capital? I think this latter solution the 
better one, though perhaps less usual. The entry becomes: 

Cash $450,000 

Discount on bonds 80,000 

Reserve for working capital 45i<xx> 

To first mortgage bonds payable $500/)00 

Treasury stock 75.000 

If this suggestion be adopted a few changes would be necessary in tfie 
final balance sheet, viz.. 

Discount on bonds, debit $80,000 

Reserve for working capital, credit 75,ooo 

In case the bonds were issued for some specific construction purpose, 
Construction Account might be charged instead of Discount on Bonds Ac- 
count, as shown. In either case, the item should not be carried as an 
asset indefinitely, but should gradually be reduced. 

Problem 21. 

The problem is practical and interesting from every point of view and 
contains enough matter not only to test the candidate's knowledge of the 
sofyject matter, but also to see how far he will go in anaylsis of similar 
propositions, and what his conclusions would be. 

184 

Digitized byLjOOQlC 



Practical Accountvig Froblems, 

The solution supplied here is purely technical. The first Balance Sheet 
gives all assets and liabilities in detail ; the condensed Balanced Sheet con- 
tains the same assets and liabilities by groups, and the securities pledged 
and held in escrow are deducted. There is the same distinction also be- 
tween the two Income Accounts, the first one giving the various sources of 
income and the various expenditures in detail, while the second statement 
proceeds by groups of accounts; the results are, of course, identical. 

It will be noticed that the problem calls also for a written report of 
die finandal problems presented by the question; he would have to call 
the attention of his client to the various things suggested by a close inves- 
tigation, viz., a comparison of the inefficiency of the working assets against 
die current liabilities ; the inefficiency of the power plant, with suggestions 
as to the possible savings in fuel cost by the installation of more modern 
machinery; discussion of the overcapitalization of the proposition; ref- 
erence to the lack of provision for depreciation; the possibilities of a 
receivership or of a reorganization in the light of the possible inability to 
pay the fixed charges and the current obligations out of current net 
earnings. 

Problem 22. 

This problem is rather simple. The principles involved are the correct 
result as to profits and the relations of the partners to each other. The 
Profit and Loss Account is so arranged as to show first the actual result; 
it is then closed out by charging each partner for his share of loss and 
crediting the Profit and Loss and crediting the account for the total 

The partners' capital accounts show the relation of each partner to 
the other. A and C have each overdrawn their accounts, respectively. 
The former to the extent of $1,187.50; the latter to the extent of $525, 
making a total of $1712.50. This amount is due to B, as his account 
shows a greater investment than the loss and drawings amount to. 



Problem 23. 

The solution to the problem consists of three exhibits; namely, the 
operating account, property account and the Balance Sheet. The operating 
account is arranged in such a form as to show on the debit side the orig- 
inal cost of the property, plus the selling and administration expenses. 
Against this the sales are shown on the credit side, resulting in a loss for 
the year 1906 amounting to $8,452.82. This loss, in accordance with the 
wording of the problem, is carried to the property account 

By adding up the interest on the capital invested in the lots, as well 
as the losses sustained during 1906, and distributing it over the remain- 
ing lots unsold at the beginning of 1907 the book value per lot is shown 
to be $426.01. We therefore debit the operating account in 1907 for the 
book value of 160 lots sold at $426.01, to which is added the selling 
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and administration expenses, making a total of $833i4-85- Against this 
is shown on the credit side the amount realized from the sales of i6o 
lots, also the interest received, plus that which is accrued by the end of 
the period, making up the sum of $83,361.00. We also add on the credit 
side the transfer of $4,161.60 from the reserve for earnings on invest- 
ment, which represents the credit in current earnings for the amount 
burdened on the property account, realized by sales of 160 lots at the 
burdened figure of $26.01. The total credit side then shows $87,522.60, 
leaving a balance of $3,707.75 which represents the profit for 1907 and 
which is transferred to the property account in accordance with the 
wording of the problem. 

The reserve for earnings mentioned before represents the annual 
charges made to the property account for interest on capital remaining 
invested, at the rate of 4% per annum, plus any deficit shown in any 
year. The offsets against it are profits realized, also any transfer to the 
property account by reason of realizing any portion of the amount bur- 
dened to the latter account. 

The property account shows on the debit side the purchase of the prop- 
erty, against which, on the credit side, is entered the record of the sales at 
cost. The remaining balance is carried forward to the next period. In 
1907 the account is also charged with the interest on the original invest- 
ment, and the loss sustained on operation in 1906, against which the sale — 
at cost — is credited, the balance being carried over for the next period. 
To this balance is added again the interest on the remaining balance 
($376,000) while on the credit side is entered the amount of profit real- 
ized on the operations of 1907, resulting in a balance to the property 
account of $343,62347. This balance represents the book value of the 
780 lots remaining unsold on January i, 1908. The balance sheet is 
arranged to show the exact condition of affairs and therefore the amount 
set aside as a reserve for earnings on investment is deducted from the 
property account, and results in a balance to that account of $312,000, 
which, of course, is the original cost of the 780 lots remaining unsold. 
This results in a deficit of $4,475.07 and is so shown. 

Problem 24. 

The solution to this problem covers more than is required in the ques- 
tion, which only calls for a statement of profit and loss and income, while 
the solution in addition to the profit and loss statement gives also the bal- 
ance sheet, showing the financial condition of the firm, and at the same 
time verifying the results shown on the income and profit and loss 
statement 

It will be noticed that no provision for the depreciation of the fixed 
properties has been made, nor has any reserve been set aside for bad and 
doubtful debts, for two reasons ; first, because the values of the fixed 
property represents inventory valuations, and second, because the problem 
does not require any provision to be made. 
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Otherwise the grouping in the profit and loss statement calls for no 
comments; the gross sales are decreased by the amounts of items, inti- 
mately connected with sales, giving net sales, from which the total cost of 
manufacture is deducted. The result is gross profits ; if we subtract from 
it the selling expenses we get the selling profit. From here follows the 
actual profit and loss statement, the foregoing being rather in the nature 
of a manufacturing and trading section. To the net profit, which is ob- 
tained after deducting the administration expenses and other charges, we 
add the former surplus, thus giving us the total amount available for 
distribution. 

Problem 25. 

Regarding the solution to this problem, we think that it covers a good 
many points which are not required by the question, and on the other hand 
omits certain conditions which should be shown. In addition, therefore, 
we submit another solution which we think complies better with the con- 
ditions given in the problem: 

STATEMENT 
Showing the Settlement between partners at December 31, 1909 

Assets: 

Cash $804.20 

' Accounts receivable 2,240.00 

Investment, original value $12,000.00 

Less shrinkage,^ of $2,700.00 2,025.00 9t975-00 

Commissions receivable (earnings on future shipments, mini- 
mum guaranteed) 15,000.00 

$28,019.20 
Frofits: ;^^:i^^^^^;;i^^^ 

partners withdrawals: 

A $2,000.00 

B 10.370.00 

C 3l35o^oo 

$15,720.00 
Assets remaining 28,019.20 

$43,739-20 
Deduct original investment 20,000 . 00 

Net profit 23,739.20 
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Problem 26. 

In solving the problem the royalties accrued are regarded as a reduc- 
tion on the purchase price. The question reads : " The patent was subject 
to royalty rights granted to the Novelty Company, which terminated at 
date of purchase. All accrued royalties were to pass with patent and no 
royalty rights were granted by the Patent Specialty Company." The roy- 
alties mentioned in the problem as having been received and accrued to 
December 31, 1907, must have been those which were accrued on August 
20, 1907, and therefore form a reduction on the purchase price. 

It is rather questionable whether the complementary credit to real 
estate donated should be " surplus." This company has done no business 
as yet and therefore has no profits for distribution as dividend, which is 
possible by means of the credit balance that is shown to surplus. A better 
method, perhaps, would be to credit it to a " reserve " account, properly 
ear-marked. 

There is no account except "Organization Expenses" to which the 
insurance, salaries, etc., could have been charged. As there are no opera- 
tions as yet, all the expenses incurred are for the purposes of organization; 
therefore a charge to this account is proper. 



Problem 27. 

The solution provides that a portion of the interest collection be cred- 
ited to the Bond Account as part of the principal, so that at maturity the 
balance of the Bond Account will equal the face value of the security. 
The problem does not require this specifically, but in order to render a 
scientific solution to the question, the premium paid at purchase of tlie 
bonds is amortized out of the interest receipts. The principle involved is 
that bonds as a rule are never perpetual, nor do bonds run for less than 
one year ; moreover, the purchase price is never the same as the face value 
of the security, the bond is bought either at a premium or at a discount 
If at a premium as in this problem, a portion of the semi-annual interest 
received must be regarded as part payment of the principal and a reserve 
set up in a separate account, or, as treated in the solution, deducted di- 
rectly from the bond itself. The Analytical Single Column Schedule illus- 
trates the arithmetical operation involved, the period being short the 
process is comparatively simple, but if the security does not mature for a 
great many years, the arithmetical operation is somewhat complicated and 
logarithmetic tables have to be employed in the solution. 

In instances where the securities are purchased at a discount, the cash 
interest received is regarded as only a portion of the yield, the remainder 
being deferred until the maturity of the security, in which case the Bond 
Account is debited and the Interest Earned Account credited. 
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Problem 28. 

Although $7,000 has been received from the Insurance Company for 
the stock in hand at the time of the fire it has not been credited to Insur- 
ance Adjustment account. It is assumed that same was credited to Sept. 
sales not allocated. 

The question states that cash was received from September salet 
amounting to $13,500. Allowing $7,000, as above, there remains a balance of 
$2;675 to be debited to some account This might have been debited to 
Reserve for bad debts, but as the balance to credit of the account is 
equal to over 6% of the accounts receivable outstanding it is hardly likely 
that this could have been done. It may have been written off the Profit 
and Loss Surplus, but this course would have been unusual. It is there- 
fore assumed that the situation was as follows: September sales records 
have been destroyed, yet there is a figure in the trial balance under this 
heading. It is therefore most likely that the method of the Richardson 
Engraving G>mpany was to debit the customer at the time the charge was 
incurred and to credit the appropriate revenue account at the end of each 
month. The balance of accounts receivable would thus include the 
amounts unpaid for September sales as well as all other unpaid terms. 
This is further borne out by the fact that the allocated sales were $176,950 
and unallocated sales $23,175, while the outstandings from customers 
amount to $19,640 consisting of $16,965 on allocated sales, and $2,675 on 
unallocated sales or about 9 and 11% respectively. As the unallocated 
sales are of more recent occurrence it seems reasonable to assume that 
these percentages are accurate and support the supposed methods. 

It will be noticed that the credit side of the trial balance given, adds 
$293320 not $29232a Candidates were instructed to reduce one of the 
credit items by $1,000 and we have therefore reduced the unallocated Sep- 
tember sales by this amount 



Problem 29. 

This problem is a fair specimen of the work set for the candidates at 
the Intermediate Examinations of the Institute of Chartered Accountants. 
The problem is exceedingly simple, in fact, much more simple than the 
corresponding problems set by the New York State Board of Regents for 
candidates taking examinations in Advanced Bookkeeping. The solution 
consists of the Profit and Loss statement. Journal entries and the part- 
ners' drawing and capital accounts, which is more than what one would 
be led to assume from the wording of the question. In a problem of this 
kind, bearing in mind that the candidate's general ability is tested, the 
inclusion of all the statements showing properly the apportionment of the 
profits, is advisable. The problem is more of a test in accotmting tech- 
nique than anything else. 
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Problem 30. 

An accurate solution to this problem, which should correspond in every 
detail to the official solution, would be probably the result of mere chance 
rather than hard work, for the reason that many little and intricate de- 
tails which are of sufficient importance to change the aspect of some of 
the statements and which would be easily apparent to the man engaged 
on the work itself, are either left out of the problem, or are not suffi- 
ciently emphasized to assist the candidate to an absolutely accurate solu- 
tion. Illustrations in point are the necessity for arbitrarily dividing the 
inventory at the beginning to give the problem some semblance of 
plausibility, and a further improbability is the absence of inventory o£ 
coal and lumber at the close of the period, and such similar details. With 
this qualification, however, the solution here submitted is correct in every 
phase of it, and the candidate presenting such a paper would have the 
satisfaction of knowing that he has proved to the examiners his ability as 
an experienced accountant. The difficulty of the problem lies chiefly in its 
length and in the numerous conditions involved while a candidate for 
the degree, pressed for time and desirous of presenting a neat paper, is 
likely to overlook some of the minor requirements. 

The accompanying journal entries are not called for in the problem, 
but are given so as to show the complete entries on the books of the 
corporation. 

THE GUNSAULUS CORPORATION 

LUMBER DEPARTMENT BOOKS 

JOURNAL ENTRIES 

The entries which follow are made in accordance with an agreement 
made this day by and between The General Manufacturing Q>., Inc., and 
The Gunsaulus Corporation, and others, whereby The General Manufac- 
turing Co., Inc., agrees to take over the lumber business of this company 
(with certain reservations and upon certain conditions) as by reference 
to the particular agreement will more fully appear: 

General Manufacturing Company $469,646.81 

To Sundry Assets (transferred) $469,646.81 

Sundry Liabilities (assumed) 11 ,496 . 24 

To General Manufacturing Company 11 ,496 . 24 

Surplus 82.982.92 

Losses sustained and allowance made in sale 

of lumber business 

(To Sundry Assets) 82,982 .92 

Allowance made from book value of Mill Plant 74,982 . 92 

Accounts Receivable Uncollectible 8,000 .00 

Deficiency 39i986 . 67 

Net excess of losses over gains. 

ToSurplus 39*9^6.67 

To close the latter account. 

Note: — ^The entries to be made upon the books of the General Manvlactnrtag Co.. 
Rock Lumber Co., Severn River Lumber Co., are not ffivea, since they »re not asked 
for. 
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Problem 3t. 

This problem is from the English Final Examination Papers of the 
Institute of Chartered Accountants, held in December, 1910. The diffi- 
culties presented by the problem are rather slight compared with the 
examination papers of the different state universities, yet the problem is 
not devoid of pitfalb, which lie principally in the calculations involved 
for the conversion of the currencies. The rate of exchange is given as 
23. 4d. to the dollar. The student with only the problem before him is 
apt to jump to the conclusion that the rate of exchange is a misprint, and 
thereby wastes considerable time in trying to find a common item, in the 
two statements given, in order to verify the rate. The superiority of the 
English papers lies principally in the test they present of the candidate's 
general education and intelligence, which is wanting in a great many of 
the American papers. The heading of the problem reads : Trial Balance 
of the London Office of a Rubber Company. Now, rubber is not raised 
in any part of the United States or any of its possessions where the 
United States coins circulate; hence, the inference must be drawn that 
the dollar sign stands for Mexican currency, which is quite correct. 

The statements presented in this solution fully cover all the require- 
ments, and, but for the calculations involved in the converting of the 
moneys, the problem is easily solved. 



Problem 32. 

Though simple, the problem tests effectively the student's knowledge 
of mining accounts. The solution shows the classification of the revenue 
accounts so as to bring out (i) the cost of mining, (2) the cost of prep- 
aration, (3) gross profits, (4) net profits, (5) cost per ton, and (6) net 
earnings per ton. In the Balance Sheet all fixed assets are grouped under 
the heading of Plant Accounts, and are placed first, being the most im- 
portant item in the statement Among the deferred assets there is a bal- 
ance of the Royalty account, part of which is charged to the Profit and 
Loss account (132,300 tons @ 20c), the remainder being carried as an 
asset to the next period. 

Problem 33. 

In solving this problem, the interpretation is based on the wording of 
the problem. As there are only eight subscribesr to the Capital Stock 
of the Company, a controlling account, under the heading *' Subscribers," 
is debited for the full amount of the subscribed stock, and the Capital 
Stock account is credited. It will be noticed that the initial memorandum 
dealing with the legal existence of the Company, etc., is embodied in the 
caq>lanatory matter to the opening entry in the Journal of the United 
Manufacturing Company. 
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No other entries are given affecting the United Manufacturing Com- 
pany that cannot be properly called opening entries. Thus it will be seen 
that while accrued wages and dividend payable appear on the liability 
side of the Balance Sheet of the United Manufacturing Company, no 
entry is made to provide for that 

The Consolidated statement is so arranged as to prove and agree with 
the results shown in the Balance Sheet. 

The percentage table is prepared after adjusting all possible inventories, 
etc. In other words, as the heading indicates, consumption is the basis. 



Problem 34. 

The solution to this problem will be of interest to the reader on ac- 
count of the difference in treatment of some of the items. Thus it will be 
noticed that freight and express outward is deducted from sales rather 
than listed in some other section of the statement. It will also be noticed 
that depreciations, on buildings as well as on machinery, are charged in a 
section prior to determining cost of goods produced. In other words, 
considering it an element in the cost of goods manufactured. This the 
reader will find to be in opposition to some of the arguments recently 
advanced by accountants that such items be excluded in determining cost 
of goods manufactured. There are a number of other items that the 
reader will find worth while to analyze carefully and contrast them with 
similar ones in other solutions, thus benefiting himself by becoming 
familiar with all possible views. 

Problem 35. 

The wording of this problem is not quite clear. It reads " ... the 
insured claims his loss is 42^% of the prime cost of his goods; . . . 
the percentage claim is adjusted at that figure." It would be a rather diffi- 
cult task to determine the total prime cost in this case, and if determined 
it would not be equal to the percentage given (42^). The only possible 
interpretation of the meaning of prime cost in this case is that it em- 
braces, in addition to the usual elements, raw materials and productive 
labor, also manufacturing expenses. It is on that basis only that the prob- 
lem can be solved, and that is the method adopted in the solution. 

Another element which the problem does not mention is that of de- 
preciation. As no provision has been made for that item we take the 
arbitrary percentage of 10% on the declining balance, and by means of 
this determine the amount of the adjusted loss. 

As this is a very important and at the same time instructive problem 
we present another solution. Though the second solution arrives at the 
same results as the first one, and though the value of the assets destroyed 
is here also determined by analysis and comparison, there are several 
noteworthy differences in which the reader will be interested. 
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SOLUTION (SECOND FORM). 

Prime cost is here to be understood to mean: (i) Raw Materials, (2) 
Productive Labor, and (3) Manufacturing Expenses. 

It is necessary to a clear understanding of this problem to ascertain 
the average amount of raw materials, productive labor and manufacturing 
expenses used up in the goods actually sold from the last time inventory 
was taken; for this purpose, therefore, the figures for the three previous 
years are given amongst others. Using these we find the following: 

Raw Materials Account. 

1906. 1907. 1908. 

Inventory at beginning $39,223.16 $31,316.20 $33416.20 

Purchases 186,320. 16 104,360.22 157,316.20 

Total $225,543.32 $135,676.42 $190,732.40 

Less Inventory at close 31,316.20 33416.20 32467.18 

Consumed $194,227.12 $102,260.22 $158,265.22 $454752.56 



Productivk Labor Account. 

1906 — Amount paid therefor $90,322.24 

1907 — Amount paid therefor 61,212.06 

1908 — Amount paid therefor 72,106.14 

$223,640.44 



Manufacturing Expenses. 

1906 — Amount paid therefor $20,163.12 

1907 — Amount paid therefor 16,208.17 

1908 — Amount paid therefor 20,216.23 

$56,587-52 



Sales Account. 

Deductions. 
Gross Sales. Allowances. Returns. Net Sales. 

1906 $386,924.12 $1,116.24 $8,614.08 $377,193-80 

1907 217,306.01 3.605.75 4,106.18 209,594.08 

1908 321,672.18 975.00 3,167.22 317,529.96 

$925,902.31 $5,696.99 $15,88748 
21,584.47 

$904,317.84 $904,317.84 
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Avera^ Per Cent of Raw Materials used in goods 

actually sold $454,75256 

$904,317.84 SO.28% 
Average Per Cent, of Productive Labor in goods 

actually sold $223,640.44 

$904,317^1 24.73% 
Average Per Cent of Manufacturing Expenses in 

goods actually sold $56,587.52 

$904,317.84 6.25% 

Component Elements of Costs in Prime Costs, 

Per Cent to Per Cent to 

Selling Price. Prime Cost 

Raw Materials 50*28% 61.88% 

Productive Labor 24.73% 3043% 

Manufacturing Expenses 6.25% 7.69% 

I 
The same percentage will prevail in goods in process and made-up 

goods. ' ;''I^ 

Arriving now at the period where the fire loss occurs, we note that the 

last inventory taken was on January 2, 1909. 

Analysis of Inventories, January 2, 1909. 

Component Component 

Elements of Elements of 

Raw Goods in Made-up TotaL 

Materials. Process. Goods. 

Raw Materials $32^67.18 61.88% $2,606.52 $12,22345 $47,297.15 

Productive Labor .. 30.43% 1,281.78 6,010.98 7,292.76 

Manufacturing Exp. 7-69% 323.92 1,519.04 1,842.96 

$32467.18 $4,212.22 $19,753.47 $56432.87 



Statement of Goods on Hand May i, 1909, When Fire Occurs. 

Raw Productive Manfg. 
Materials. Labor. Expenses. 

Inventory Jan. 2/09, as above $47,297.15 $7,292.76 $1,842.16 

Purchases, and labor expenses to May, 

1909 46,375.22 21,618.06 5^167.20 



$93*672.37 $28,910.82 $7,oiai6 
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Deduct: 
CoosumptiQii in Net Sales 

of $©3,237.19 

Materials 50.28% $46379-66 

Labor 24.73% $23,05756 

Mfg. Expenses.. 6.25% $5,827^ 



Inventory at May 1/09: 
Total, $5332&8i. Consists of $46,792.71 $5353^ $1*182^ 



RjBCAFITULATIOK. 

Productive Labor as above, 24.73%, on Sales or 

on Prime Cost 30^% $5i853^ 

Manufacturing Expenses as above, 6.25%, on Sales 

or on Prime Cost 7-69% 1,18234 

Raw Materials therefor 6i38% 11,421.^ 

Cost of Goods in Process ioa% $18457.77 

Value of Raw Materials, per Statement of Goods 

on Hand at May 1/09 $46,792.71 

Less Consumed in Goods in Process 11,421.67 35i37i^ 

Total Value of Siocx, as above $533283i 



Loss adjusted being 42^%, we find same to be $22377.24. The rest of 
the solution is the same as the original. 

This form of solution is, as will be seen, briefer, the terminology 
simpler, and the percentages, used in the recapitulation, show more plainly 
how the amounts for raw material have been arrived at. 



Problem 36. 

This is a very simple problem and consequently the solution does not 
bring out extraordinary features. As will be seen, some of the balances 
are of a nature that at a glance it is hard to tell whether they are debit 
or credit balances, for instance: Discounts and Allowances or Com- 
missions. In solving a problem of this kind it is therefore advisable to 
list first all balances about which there can be no question and then 
proceed with those about which there is a doubt A good guide in such 
cases is the division of the total by two; this will give the total debit and 
credit. It then remains only to re-arrange doubtful balances. The classi- 
fication is the same as in other similar problems. 
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Problem 37. 

The problem is solved in accordance with the law of the State of New 
York, which is fairly representative of the laws of all the States of the 
Union. The examiners require here only a statement, showing the 
"corpus" to be dealt with by the executors, without distinguishing be- 
tween principal and income; in the solution, however, the items are so 
grouped as to exhibit separately the two kinds of charges. It will be 
noticed that the value of the real property is omitted from the statement,, 
in accordance with the law which does not consider freehold property an 
asset to be disposed of by the executor, unless ordered to do so by the 
will. The revenue from the bonds and real estate is divided into principal 
and income according to the data of the problem. 

The problem, not being in itself complete should be studied in connec- 
tion with problems No. 2 and No. 39; only then can the student get an 
idea of the schedules required for executors' accounts. 

Problem 38. 

This problem compares favorably with a similar problem set by the 
Board at the June, 1907, examination.* It is a very simple yet logical test 
problem. In fact, it is the simplicity that makes it desirable for tests of 
this character. 

The solution to the problem is self-explanatory with perhaps one or 
two exceptions. The figures, as disclosed on January i, 1910, are debited 
to the respective accounts, and the total — unpaid wages excluded — is cred- 
ited to the Main Office account under " sundries." The unpaid wages are 
credited in the Wages account and the Main Office account is debited for 
the accrued figure. 

The loss sustained on the replacement of machinery is charged to the 
Main Office account, and credited to " Capital Accounts." As the factory 
books deal with the cost of materials consumed, etc., and not with all 
operations, this is the only logical method of treatment of this item. 

The solution is not at all difficult to the experienced accountancy 
student. The facts given are quite clear, and the candidate needs only 
follow the steps from the opening Trial Balance, which he is expected to 
have constructed, to the closing one to arrive at the correct result. There 
are several novel points to this problem; in the treatment of the factory 
as a separate entity in so far as its operations are concerned, and also 
in the calculations for overtime, which, while on the surface appear as 
rather involved, are nevertheless very simple. The operatives* overtime is 
at an average rate of 4Sc per hour payable on a basis of 2j4 hours overtime 
as the equivalent of 3^ hours regular time. This rate for overtime is 
according to recent schedules enforced by Trade Unions in New York 
City, and on a percentage basis is equal to exactly 40% of the regular time. 
There Are several other accounting features involved in the problem which 
are very distinctly brought out in the solution, and which the reader will 
do well to study carefully. 

* Accountancy Probfems, Volume x, page 97. 
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Problem 39- 

This problem is rather lengthy — as all estate propositions are bound to 
be — and therefore it calls only for a summary, but not for schedules. 

The solution is so arranged and worded as to make it clear and com- 
prehensive. 

In Statement (b) in determining each legatee's share, the balance of 
$164,595.78 was taken as the basis for distribution; from the distribution 
share was deducted each legatee's advances. 

In Statement (c) it will be noticed that the specific money bequest to 
the " A *' Hospital was deducted. This is based on various court decisions 
where it was held that : " No compensation can be allowed an executor 
for receiving or delivering a specific legacy." Schenck vs. Dart, 22 N. Y. 
420; Matter of Robinson, 37 Misc. 336. 

That a money legacy can be made specific is indicated by the decisions 
in the matter of Getman, 128 App. Div. 767 and Matter of Delancy, 133 
App. Div. 409. In the above cases it was held that when the money is 
described by the testator so as to enable the legatee to point it out to the 
executor as in a particular place, chest, bag or purse, or in some person's 
hands, so that it can be delivered in specie, it is a specific legacy. 

In view of the fact that the testator left $69,250.00 in cash with banks 
or on hand and the problem reads that the bequest is specific, we take it 
for granted that the money must have been clearly indicated in the will 
and therefore do not allow commission on it. 

Problem 40. 

This problem illustrates the modem idea of consolidation, as well as 
the purchasing of assets by means of a stock and bond issue. 

The solution is very simple and self-explanatory. There are, however, 
two things worthy the careful attention of the reader, namely : the method 
of treating the doubtful accounts receivable and the treatment of treasury 
bonds. In the case of the former a separate entry is made for the doubtful 
accounts instead of amalgamating them with the accounts considered good. 
In the case of the latter the entire authorized issue is placed on the books 
and so is also the corresponding liability on the mortgage. This is based 
on the theory that the borrowing corporation has issued a mortgage in 
favor of a third party as trustee for all bondholders and this trustee is the 
legal lender to whom the corporation is liable ; hence the debit to Treasury 
Bonds and the credit to the Mortgage Payable. 
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Following are selected questions with answers on each of the 
following subjects : Theory of Accounts, Auditing and Commer- 
cial Law. The questions are selected from the New York, Rhode 
Island, Illinois, Michigan, Maryland, Ohio and Florida. 

Theory of Accounts. 

Questions. 

(i) A has exhausted his credit with B. He needs further accommoda- 
tion to the extent of $2,500, to obtain which he gives B a three months' 
draft on C for $2,500. This is $1,000 more than C owes A. To adjust 
this difference C draws at four months on A for $1,000. Assuming that 
the drafts have been accepted by the respective parties, state what entries 
his books would show. 

(2) Mention the methods of bookkeeping in general use. What books 
are ordinarily kept in each case? How is the profit or loss ascertained by 
the different systems? 

(3) Devise a system of accounts for an executor. What accounts must 
he necessarily keep? 

(4) A merchant draws a draft of $1,000 at four months, on a customer 
who owes him an open account and the draft is accepted on February 2, 
1909. On March 13, 1909, he discounts the draft at the bank at 6% per 
annum. What entries should be made on the merchant's books to record 
the transactions properly? 

(5) How would you deal with items accrued and due (such as rent, 
commission and salaries) when closing the accounts of a business at the 
end of a fiscal period? 

(6) What is a contingent liability? Give examples. In what forms 
should liabilities appear in a financial statement? 

(7) Give the ruling of a stock or shares ledger for a corporation. Show 
how this book is kept and indicate its relation to the general books of 
account 

(8) Describe two methods of treating depreciation of machinery on both 
the books and the balance sheet 

(9) State what constitutes contingent assets and contingent liabilities. 
Give three illustrations of each. State whether or not, in your opinion, 
tiicy should be represented in the books of account and whether or not 
tiiey should appear in the balance sheet of a going concern, if so, in 
what manner? 
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(lo) What, in your opinion, would be the proper accounting record for 
m business corporation to make of an appropriation from its surplus profits 
for the amount of a permanent investment in property? 

(ii) Define the following terms as applied to accounting: (a) nominal, 
(b) accrued, (c) deferred, (d) net profit, (e) capital. 

(12) Explain fully in what way, if at all, the following should enter into 
trading and profit and loss statements, with reasons for inclusion or 
exclusion: (a) partners' salaries, (b) profit on sale of real estate, (c) 
partners' drawings, (d) overvaluation of opening inventory, (e) estimated 
losses in realization of trading assets. 

(13) Explain method by which the net result of a double entry profit aod 
loss account may be proved by use of resources and liabilities. 

( 14) Submit pro forma entries covering an incidental shipment of goodb 
to a factor, prepayment of freight, receipt of advances, receipt of account 
sales with cash to cover balance due, and closing of account 

(15) Define (a) scrip, (b) stock right, (c) amortization, (d) depredsr 
tion, (e) consolidated balance sheet. 

(16) A mortgage provides for a sinking fund to be accumulated in the 
hands of a trustee from profits prior to dividend payments. Prepare 
skeleton balance sheet to disclose the state of the fund, dividends declared 
and payable, appropriation of profits for purpose of the fund and an ima^ 
propriated surplus. What effect would losses in excess of such unappro- 
priated surplus have on the sinking fund? 

(17) State and differentiate, for. balance sheet purposes, the rules of 
valuation that apply in the following: (a) long time bonds bought at a 
premium for investment, the market value of which has advanced, (b) 
dividend-paying stocks bought for investment, the market value of whidi 
has declined, (c) long time bonds bought at a discount for speculation, the 
market value of which has advanced, (d) real estate (land) that bee 
i^preciated. 

(18) State fully reasons for or against the use of cash receipts and pSf^ 
ments on account of trading, as a basis for imposition of a tax on corporate 
incomes. 

(ip) Define (a) revenue balance sheet, (b) work in process, (c) by- 
product, (d) deficiency account in insolvency, (e) final accounting. 

(20) Show the method and the advantages in cost accounting of tbe 
process of articulating the general ledger, factory ledger and stores ledger 
by summary accounts. 
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(ai) State the powers of the Public Service Commissions in respect to 
Hk accofuits of commoa carriers. What stipenrisiofi is exercised over 
additioosl issues of notes, bonds and stocks? 

(») Outiiae accounting procedure necessary to prepare schedules m 
bttDkmptcy under the United States Bankruptcy Act State schedules ia 
order and giTC substantially what each should contain. 



Theory of Accounts. 
Answers. 

JOURNAL ENTRIES IN A'S BOOKS. 

B $a,5oo.eo 

To C $s,soo.oo 

For ft three months' draft drawn on C in favor 
of B. 

C $1,000.00 

To Notes Payable $1,000.00 

For a fotir months draft drawn by C on me 
which I have accepted. 



A'S LEDGER. 



B 



Notes Payable 



To C's draft $2,500 



By Balance $0,000 



To my 

acceptance 
$1,000 



By draft in 
favor of B 
$a,5oo 



By four months 
acceptance $z,ooo 



NOTE: 

No entry is shown for the additional credit given by B to A for the 
purpose of which the accommodation paper was made as we do not know 
what account to debit. We also follow the assumption that A submitted 
hm draft to B, who presented it himself to C for a cceptanoe. 

(fl) There are two fundamental methods for recording exchanges, or 
buainess transactions ; namely, single and double entry. Where the booka 
nie kept upon a partial or incomplete system of bookkeeping they are said 
to be kept by single entry. Double entry bookkeeping is that method 
of bookkeeping by which the accounts are kept with all kinds of values 
leceived or disbursed. It is assumed that each individual exchange has 
a two-fold effect. When this two-fold effect is expressed on the booka 
we speak of it^as bookkeeping by double entry. 
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With regard to the books employed there is hardly any difference, 
r^anlless of the system that is employed. A firm may have an elaborate 
set of books and yet keep the accounts on the single entry system. On 
the other hand it may have but a journal and ledger yet, as all the facts 
and transactions, expressing the two-fold effect of each exchange would be 
recorded, it would be on the double entry principle. The books, of course, 
would vary and would depend on the line of business and the details that 
have to be recorded. 

Under the single entry system the profit made or loss sustained 
during a given period would be determined by a comparison of the assets 
and liabilities of one period with the assets and liabilities of another 
period. The profit made must represent an increase of assets, a decrease 
of liabilities or there may be an increase of assets and at the same time a 
decrease of liabilities, always provided that the original proprietorship is 
not changed. We would have to take cognizance of any change in the 
proprietorship. 

Under the double entry system the profit or loss is determined by 
means of the nominal or economic accotmts. These accotmts are kept for 
the purpose of showing the economic condition of the firm, to show 
whether the business is progressing or retrogressing. All the debit bal- 
ances of such accotmts would indicate the outlay or cost, while the 
credit balances would indicate the income or return. The difference 
would show the net profit made or net loss sustained. 

(3) An executor does not need an elaborate system of accounting. 
He must, of cotu-se, keep a journal and a cash book, wherein to enter in 
chronological order the transactions and affairs of the estate, and a ledger 
wherein to record in classified form the transactions recorded in the 
journal and cash book. 

The executor may find it advantageous to columnarize the journal 
in order to facilitate not only the posting, but also the preparation of the 
final accounting. The cash book, however, should by all means be 
columnized. The columnization should be in such a form as to facilitate 
a speedy and thorough accounting. The form of a cash book on page 
a 07 would be suggestive. 

He must, of course, keep accotmts for the assets of the estate, as left 
by the deceased. He must have an account for the personal estate, for 
the transfer tax, for the legacies and administration, as well as fimeral 
expenses, etc. He must clearly distinguish between corpus and income 
with regard to receipts and payments. 
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Accountancy Problems and Solutions. 

(4) The question does not give the date when the draft was drawn. It 
is, of course, not essential that it should he given, although a memoran- 
dtun entry should he made in the journal of the merchants' hooks to 
show that Ja draftj^has heen^di^wn. ^: «v •/. vV;, . . 

On receipt of the acceptance the entry would he made in the journal as 
follows: 

Notes Receivahle $x,ooo .00 

To Customer $1,000. 00 

For a four months' draft, accepted hy the 
customer in settlement of his account. 

When the note is discotmted on March the 13th at the hank the 
proper entry in the cash hook would he: 

DR. SIDE. 



Date 


Particulars 


Net Cash 


Discount 


General 
Ledger 


1909 
March 13 


Notes Receivahle Dis- 
counted (Customer's 
Note) 


$986.50 


♦13.50 


$1,000.00 



The notes receivahle discotmt account is dehited instead of the notes 
receivahle in order to express the existing contingency on the hooks. 

(5) When in closing the accounts of a husiness at the end of a fiscal 
period there are accrued items, such as rent, commission, or salaries, ad« 
justment entries must he made for them. In order to express the exact 
condition for the period the accrued items must he taken into considera- 
tion. They would he charged to the profit and loss account and credited to 
a reserve properly ear-marked thus: "reserve for accrued rent" or "re- 
serve for commission," etc. On the halance sheet the reserves would 
appear as liahilities or they would he deducted from the assets. 

(6) A contingent liability is a term given to the liabilities of a firm or 
business when such liabilities are doubtful. A discounted note bearing 
the endorsement of the firm as long as the note has not been paid by the 
maker is a contingent liability on the books of the firm endorsing such 
instrument. Accommodation papers are also examples of contingent liabil- 
ities ; the firm may at some future time be called upon to make them good. 
There are two ways of treating such liabilities in a financial statement 
One method is to enter it on the books and show it as a liability against 
which there will always be some asset. In the case of the notes receivable 
mentioned before the liability of notes receivable discounted would always 
have the asset notes receivable behind it. Another method of dealing with 
contingent liabilities in a financial statement is to merely show it as a 
footnote. The former method is preferable because it expresses the exact 
condition on the books of the firm. 
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Answers in Theory of Accounts. 

There is practically no relation to speak of that exists between the 
stock ledger and the general books of account. 

If the capital stock account in the financial ledger shows only the 
amount of stock issued and outstanding, not including under it unissued 
stock, then the stock ledger would contain the individual accounts of the 
holders, thus reconciling it. In this instance the capital stock account in 
the financial ledger would be a controlling account for the individual 
accounts in the stock ledger. 

(8) The two methods referred to in the question are the English and 
the American. The English practice is to provide for depreciation I9 
a charge against revenue and a credit to the asset itself. To illustrate: 
Supposing the original cost of the plant and machinery were fs^oo and 
we have decided to provide for depreciation by charging against revenue 
seven and one-half per cent, annually on the declining balance. 

By the English practice the account would appear as foUowv: 

Plant and Machinery 



Original cost $5,000.00 



$5,000.00 



Depreciation $ 375.00 

Balance 4,6^5.00 



$5,000.00 



Balance $4,625.00 

On the balance sheet the plant and machinery account would appear 
at a valuation of $4,625.00 

By the American method the depreciation is credited to an account 
headed "Reserve for Depreciation on Plant and Machinery.'' The 
asset account is carried at cost, while the reserve account shows the 
depreciation provisions. 

On the balance sheet it is shown thus : 

Plant and Machinery (cost) $5/)00.oo 

Less reserve for depreciation (7 ^%) . . . . 375.00 $4,625.00 



(9) By contingent assets we mean assets which are doubtful of realiza- 
tion. By contingent liabilities we mean liabilities, the liquidation of which is 
doubtful Suspense accounts, money due the firm on a contract not fulfilled 
as yet, collateral in the possession of the firm to secure the payment of an 
obligation, are illustrations of contingent assets'. Notes receivable dis- 
counted by us, accommodation instruments, and liabilities not recognized 
by the firm but which are pending in a law suit are illustrations of 
contingent liabilities. While it is not absolutely essential that such 
contingent assets and liabilities respectively should be represented in the 
books, although quite advisable, they should nevertheless appear in the 
balance sheet The accountant who prepares the balance sheet should* 
in a footnote call attention to the contingent assets or liabilities 
respe c t i vely. 
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(lo) The proper accounting record in snch case would be to debit the 
surplus account and to credit an account entitled Reserve for loTettmeat 
hf this method the surplus account iv diminished by the amount of the 
stm appropriated for investment and, therefore, shows so much the kas 
available for dividends. When the asset is actpiired the next reoord 
should be to debit the asset so acquired and to credit cash. 

(ii) (a) Nominal accounts are those accounts which record the transac- 
tions relating to revenue and expenses and which are closed at the end of 
a fiscal period by transferring the balances to the trading, income or profit 
and loss accounts. 

(b) Accrued accounts represent assets or liabilities in course of ac- 
cumulation but not due at the time of closing the accounts. 

(c) Deferred accounts represent assets or liabilities which are due at 
the time of closing the accounts but which will not be settled until some 
subsequent date. 

(d) Net profit is the balance to the credit of an account after all proper 
charges and credits have been posted; thus net trading profit will be the 
credit balance in the trading account, but net profits are usually under- 
stood to be the profits before distribution. 

(e) Capital is the sum of the assets invested in an enterprise. 

(12) (a) Partners' salaries should be charged to profit and loss, as the 
result of trading operations should be arrived at independently, and part- 
ners' salaries are a part of the expense of administration. 

<b) Profits on sales of real estate do not enter into the trading account 
or profit and loss aicount. They are an increase in capital investment and 
go direct to the surplus account. 

(c) Partners' drawings do not affect the trading account or profit and 
loss account They go direct to partners' accounts, because they are drawn 
against anticipated profits. 

(d) Overvaluation of inventory should be carried to the capital account, 
otherwise to the surplus account, and not allowed to affect the current 
profit and loss account 

(e) Estimated losses in realization of trading assets should be charged 
to profit and loss direct in order not to disturb the results of current 
transactions, as these estimates may or may not materialize. 

(13) The net results of a double entry profit and loss account may be 
proved by comparing the difference between the assets and liabilities at 
the beginning and at the end of the fiscal period. The difference will 
equal the balance in profit and loss account 

(14) (I) 

Factor A. B Co. Dr $3iOOO 

To Consignment B. Cr $3fOOO 

To charge A. & Co. with shipment. 
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(2) 

Factor A & Co. Dr $ioo 

To Consignmeiit B. Cr $ioo 

Freight on shipment 

(3) 

Cash. Dr. $2»S00 

To Factor A. & Co. Cr $a,SOO 

Pairment on aceotmt received. 

(4) 

Cash. Dr $i,ooo 

To Factor A. & Co. Cr $i.ooo 

Balance of account sales. 

(5) 

Factor A. & Co. Dr $400 

To Consignment B. Cr $400 

To charge A. & Co. with amount to make up difference between pro 
forma price and proceeds. 

(6) 

Consignment B. Dr $3400 

To Sales. Cr $3,400 

To close former aceotmt and credit sales with proceeds of consignment. 

(15) (a) Scrip is an evidence of issue of a fractional share of stock. 

(b) Stock right is the option of a holder of stock to subscribe to a new 
issue. 

(c) Amortization is the reduction during the term of a security pur- 
chased at a premium to its redemption value. 

(d) Depreciation is the periodical writing off of the value of an asset 
by an amount representing its wear and tear and obsolescence. 

(e) A consolidated balance sheet is a balance sheet incorporating the 
assets and liabilities of several companies in one statement 

(16) Balance Sheet^ December 31, 1910. 

Current Assets 

I^xed Assets 

Sinking Fund Trustee 

Investments 

Cash on Deposit 

Current Liabilities 

Capital 

Sinking Fund Account 

Dividends Payable 

Surplus (Unappropriated) 
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Such loss would have no effect upon sinking fund provided it did not 
exceed both surplus unappropriated and dividends deferred. If such loss 
did exceed these two items, then the total amount called for could not be 
placed in sinking fund. 

(17) (a) Long-time bonds for investment should appear in the balance 
sheet as par, the premium reduced by periodical amortization. 

(b) Dividend-paying stocks should be shown at purchase price. The 
market fluctuations of investments should not affect the balance sheet 
valuation. 

(c) Bonds bought for speculation may be shown at market price, be- 
cause this will affect the amount available for distribution as dividends or 
profits, and as this was the purpose of the purchase it is legitimate to 
revalue at realizable figures. 

(d) Land that has appreciated should not in general be revalued ex- 
cept when the balance sheet is prepared with a view of selling the enter- 
prise or for some similar purpose. Going concerns should not be revalued 
except at intervals. 

(18) A tax on corporate income should not be based on cash receipts 
and disbursements, as the difference between them is not the measure of the 
income. Without taking into account the unpaid liabilities and the un- 
realized assets, the income available for dividends cannot be determined, 
as it may happen that the cash disbursements exceed the income and 
vice versa, 

(19) (a) Revenue balance sheet contains, in addition to regular items 
noted in the balance sheet, a condensed revenue and expenditure account, 
showing how the profit or loss for the period was ascertained. 

(b) Work in process is a term given to partly finished goods that are 
being manufactured. 

(c) By-product is a term given to a manufactured article that is made 
from the waste of materials used in manufacturing the goods for which 
the business is operated. 

(d) Deficiency account in insolvency is the name used to describe that 
account which summarizes those items which caused the loss in the busi- 
ness and show how such loss was incurred. 

(e) Final accounting is a term used to describe the report rendered by 
executors, administrators or trustees upon the final winding up and dis- 
tributing of the estate in their charge or for the period for which they 
have been appointed. 

(20) By summary accounts in the general ledger the total of all aggre- 
gate transactions as recorded in the factory and stores ledgers are car- 
ried to these controlling accounts in the general ledger. The advantages 
are that the general ledger shows in summary form the factory and stores 
accounts, thus relieving the general bookkeeper from detail in connection 
therewith. The factory and stores accounts as recorded in their respec- 
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the general records show the details which allow control of all operations 
and supplies having to do with cost accounting. These records are gen- 
erally kept at the factory and stores respectively, the clerks in charge gir- 
ing such summary entries as will enable the general bookkeeper to incor- 
porate the transactions in total upon his general ledger. 

(21) The Public Service Commissions exercise general supervision over 
die accounts of common carriers in order to secure uniformity in the re- 
ports rendered and to make possible intelligent comparison. They may 
prescribe the accounts to be kept and the items which shall enter these 
accounts, but not how much of the income shall be spent for a particular 
purpose. They may prescribe that depreciation accounts shall be kept, but 
the rate of depreciation must necessarily vary with different enterprises. 
Additional issues of securities must be authorized by the commissions, the 
basis for the new issue being in general the additional value put into the 
property or increased earning power. 

(22) The bankruptcy laws state that it is the duty of the bankrupt to 
file schedules as follows: 

First, of all his property and where located. 

Second, of all creditors as to their names, amounts due, consideration 
given and if they hold any security for their claims. 

Third, schedule of all property which the bankrupt claims to be exempt 
onder his State laws. 

The accounting procedure is as follows: 

First, obtain all books and records. 

Second, build up the schedules, as heretofore mentioned, from all 
sources possible. 

Third, I think I should prepare a list of prior debts. 

Fourth, although the laws do not state that a schedule be drawn show- 
mg cause of bankruptcy, still, if I am employed by the bankrupt, I would 
draw up such statement, as the laws state that the bankrupt must answer 
all questions relating to the cause of his insolvency. 
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Auditing, 

Questioiu. 

(i) State the objects to be attained by an audit 

(2) State the tteps necessary to verify the cash receipts and payments 
lor a period, including the resultant cash balance. 

(3) Draft instructions for client to follow in monthly reconciliation of 
CMh, M basis for your audit 

(4) In the case of an unexplained absence of a bookkeeper who has had 
the entire charge of a set of partnership books, state the steps that shotdd 
be taken to determine whether or not irregularities had been committed. 

(5) The machinery used by a firm has been purchased on the instalment 
plas, with monthly payments, and under the stipulation that the title shall 
pass only when the last payment has been made; at the close of the fiscal 
year there are yet several payments to be made. The firm also pajrs a 
rospalty on the output of some of the machines secured by this plan. How 
should the auditor in his annual statements deal with the machinery, tkt 
instalments paid and the royalty? 

(6) State the method and the objects of an analysis of bills payable 
account 

(7) State, in the order of their importance, five rules for the guidance 
of a junior in starting on his first audit 

(8) Outline working papers and office records necessary to handle de- 
tailed semi-annual audit of a wholesale mercantile house. 

(9} State precautions that you would take, in verification requiring sev- 
eral days' work, of the securities of an insurance company, including both 
stocks and bonds in negotiable and non-negotiable form. 

(10) A corporation has branches in twenty cities, each selling at retail 
its standard product and paying local bills from receipts. State mat- 
ters on which the traveling auditor of the corporation should report and 
suggest suitable forms therefor. 

(11) A client who has a beneficial interest in the corpus of an estate 
employs an accountant to conduct a complete audit State the points 00 
which the accountant should particularly report 

(12) In case it is expedient to have a local accountant audit the accounts 
of a branch office of a wholesale trading firm for which you conduct the 
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general audit, state matters on which you would require a report The 
branch sells goods, collects from customers, pays all local expenses and 
remits cash in round amounts to home office. 

(13) In what way, if at all, would you report the fact that a trusted office 
manager had overdrawn his salary amount at various times, in no case 
more than $300, all of which had been returned before the time of the 
annual audit? State reasons fully. 

(14) A balance sheet audit discloses satisfactory conditions with the 
exception of insufficient allowance for losses in collection of accounts 
receivable. In case the client should not consent to adjustment, draft 
form of certificate that would be proper under the circumstances. 

(15) State the arrangement of a report in which it is desired to present 
balance sheet with supporting schedules of accounts receivable, accounts 
payable, bills receivable and bills payable, and profit and loss account, to- 
gether with comment on extraordinary features of the business. 

(16) An insurance company buys $50,000 7% 10 year bonds at 116 for 
investment The bonds will mature at the expiration of 5 years. How 
should this purchase be entered on the balance sheet? What should be 
done with the premium? 

(17) If in the course of auditing it appeared that the capital expenditures 
had been charged against profit and loss account, or items of expense 
charged against improvement account, what should the auditor do in 
respect to such charges? 

(18) What entry should be made in the books of a company of goods 
sent out on consignment? When goods have been sold and the consignee 
sends in his account sales, what entry should be made? 

(19) In auditing the books of a corporation the president's salary 
account was found to have been credited with a bonus of $5,000 for " extra 
services.*' Under what conditions would you pass this entry? 

(20) Would the auditor of a firm or corporation be warranted in revis- 
ing the form or wording of a balance sheet before attaching his certificate? 
Why? 

(21) Is it necessary to verify the stock ledger of a corporation? Why? 

(22) Are there in your opinion any reasons in favor of continuous 
auditing? If so give such reasons. 

(23) Outline the duties and the responsililities of a public accountant 
as an independent auditor. 

(24) State the process by which the balance of the cash account may 
be rccondled with the bank pass book. What, if any, confirmation of the 
bank pass book balance should be obtained ? 
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(25) What means should an auditor use to verify accounts representing 
bonds and stocks owned and bills and notes receivable, and to ascertain 
whether or not the book values are within the real worth? 

(26) What means should an auditor use to verify accounts of sundry 
debtors and to classify them as good, doubtful or uncollectible? What 
should he do respecting the doubtful and uncollectible accounts before 
giving a certifiicate? 

(27) Is it necessary that an auditor should inspect the minutes of the 
stockholders' and the directors' meetings? If so, for what purpose? 
What should he do in case he is refused access to such records? 

(28) In auditing the books and accounts of a company that regularly 
takes notes from its customers, what, if any, consideration need be given 
to whether or not any of these notes have been discounted, especially if 
a certified balance sheet is desired? 

(29) Is an ordinary bank check drawn by the the concern whose books 
you are auditing, to the order of the Receiver of Taxes. and properly in- 
dorsed by him, a sufficient voucher for the payment of the taxes of this 
concern? Give reasons. 

(30) Two concerns in similar lines contemplate consolidating their 
business ; you are requested to examine the books of account and report on 
matters germane to the contemplated merger. What data would you 
probably present in your report? 

(31) Wherein may an audit differ from examination? 

(32) In making a bank examination would you commence at the start 
of the business day or at the conclusion of the business day? Give 
reasons. 

(33) On January loth, you are instructed to furnish a statement of 
assets and liabilities of a trading concern as to the previous December 31st. 
No inventory was taken on that date, but you ascertain that the inventory 
of January 10th, amounts to $7,689,25. The sales billed from December 31st 
to January loth amount to $945f of which $300 was shipped but not billed 
prior to December 31st. The total amount was billed at an average gross 
profit of twenty-five per cent above cost The goods received between 
December 31st and January loth cost $678.25. State ftilly how you would 
determine the figures for the inventory of December 31st, and show the 
amount 

(34) If the cash in bank as shown by the cash book or ledger is recon* 
ciled with the amount shown by the pass book or certificate obtained from 
the bank, is it necessary to check the pass book with the deposits as 
shown by the cash book? Give reasons for your answer, stating the 
nature of a possible irregularity that might be disclosed by such detail 
checking. 



218 

Digitized byLjOOQlC 



Questions in Auditing, 

(35) What measures should be taken to ascertain whether or not any 
notes receivable have been discounted and cleared from the books, notwith- 
standing the fact that they are not due and at maturity will be subject 
to demand on the last indorser in case pa3rment is defaulted by the maker? 

(j6) What are the duties of an auditor as to examination of inventories 
of finished product, product in process', and materials and supplies, which 
have been taken and appraised by representatives of the client, in case he is 
not permitted to make tests for the purpose of sati&iying himself as to 
the integrity of the quantities shown? How should he cover such a 
situation in his report?. 



Auditing. 
Answers. 

(i) A systematic inspection of all books of accounts and subsidiary 
books, the object being to prove the accuracy of all transactions therein, 
and to run down all fraudulent entries, technical errors and errors of 
principle. As fraudulent errors are covered by technical errors, a thor- 
ough audit is desirable, but where time is limited, by the use of tests, fair 
accuracy can be attained. 

(2) The necessary steps to verify cash receipts and payments for a 
period including resultant cash balance are : 

First. Verify cash receipts by checking with receipt book, if one is kept, 
otherwise with record of deposits made as shown by deposit slips or with 
bank pass books. 

Second. Verify all payments with proper vouchers. If any arc missing 
checks properly endorsed may be used, but attention should be called to 
the fact. 

Third. Foot cash book and reconcile balance with cash on hand and in 
bank, by counting cash and by proving bank balance as shown by pass 
book or bank statement. 

(3) All cash received should be deposited and all payments should be 
made through bank. Petty cash should, when necessary or every month, 
be reimbursed by check drawn to order of petty cash and charged to petty 
cash. At the end of the month the bank pass book should be sent to the 
bank and the balance as shown by the bank at the end of the month en- 
tered or a bank statement required. Checks paid by the bank during 
month should be put in order and the list of outstandings drawn off. The 
bank balance less outstanding^ should agree with balance shown by the 
cash book. Balance shown by petty cash book should agree with cash on 
hand. 

(4) First a careful examination of the method of keeping the books and 
accounts should be made in order to determine the most likely means of 
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concealing a defalcation. The cash balance should be verified by count 
and bank certificate, the cash book footed and proper vouchers seen for 
expenditures. The daily receipts in the cash book should be compared 
with daily deposits, the deposit slips being obtained from the bank to ascer- 
tain that the receipts of one day have not been used to cover an old de- 
falcation. In addition, if permitted to do so, statements should be sent to 
customers requesting them to confirm the correctness of the balances. 
Similar confirmation should be obtained of accounts payable and any out- 
standing paper or rediscounts. Other lines of investigation will be sug- 
gested by the nature of the business, always bearing in mind the relation 
to the cash, as that is almost invariably the medium of a defalcation. 

(5) Show machinery as an asset at its full cost price and show, on the 
other side, full liability for unpaid installments. This liability would, of 
course, not be included with other accounts payable but would be shown 
as a separfite item and properly labeled. The asset also should not be 
shown included with other machinery but should appear as separate item, 
labelled installment machinery or some other appropriate title. The rea- 
son for this is that as a going concern they, to all intents and purposes, 
own the machirtery, even though title has not passed. There is no reason 
to assume that a going concern will not pay the balance and get title. 
Practically, therefore, they are interested in the amount of their liability 
for unpaid installments and the total cost of the machinery. The royalties 
on the output would be a charge against the income from the output. 

(6) The method would be to trace each debit and credit to its original 
source. That would include the inspection of paid notes charged by the 
bank and should also include an analysis of interest paid. The object 
would be to ascertain whether there were any liabilities on account of 
notes payable that were not shown on the books. When a note was paid, 
as shown by the books, it would be necessary to assure one's self that it 
had not been renewed. It should also be ascertained whether the pro- 
ceeds of notes actually went into the business and were not converted by 
a partner or officer to his own use. 

(7) (i) Absolute secrecy concerning client's affairs. 

(2) Accuracy, not speed, to be sought for. 

(3) Be tactful. 

(4) Take nothing for granted. 

(5) When in doubt as to matters of accounting, refer matter to 
your principal or your office, but not to bookkeeper or client. 

(8) It is assumed that a principal and at least three assistants are 
needed. Each man should be given a time statement of the job, which 
should show a job number rather than the name of client. It should be 
ruled so as to provide for different kinds of work, such as footing cash 
book, checking to ledger, etc., showing amount s^nt on each kind of 
work. • To the principal should be given working papers, which should at 
least contain the following: 
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(a) Analysis of audit, showing at top the several months comprised 
in audit and at the side the different steps to be taken. As each step is 
completed the initials of man in charge of that transaction, whether prin- 
cipal or someone designated by him, should put his initials opposite the 
description and under the proper month. 

(b) A sheet on which are giren the figures of trial balance at end of 
previous period, so that principal may parallel figures at end of half year. 
If books are to be closed, additional column should be provided for ** clos- 
ing and adjusting" entries, and finally two columns left for condensed 
balance sheet 

(d) Forms for all adjustments made, providing space for a full descrip- 
tion. These are the main papers. In addition, analysis paper and a con- 
venient form for notes and memoranda are handy. 

(9) If possible, obtain full control of all securities, holding them long 
enough to list them as to date of maturity, name, amount carried on book, 
interest, rate, par value, whether negotiable or non-negotiable, etc, 
whether any are used as collateral or deposited with a bank or other in- 
stitution. Secure a certificate to that effect. They should be verified with 
stock quotations, and where this is impossible through other sources to 
obtain their fair value; also that a proper amount has been set aside to 
take care of bond discount and bond premium accounts. 

(10) Should report on all matters germane to the company's affairs. 
Amount of cash on hand and in bank; verify book debts receivable and 
bills receivable as well as the accounts and bills payable; should examine 
sales journal or records, purchase receipts and disbursements, checks out- ^ 
standing, amount of overdue accounts receivable and bills receivable; 
verify amount of inventory by percentage tests or in other ways; verify 

all entries; verify any commissions, pay-rolls, petty cash items, etc., all of 
which should be embodied in the report in proper form. 

(11) Accountant should obtain copy of will and inventory, should then 
prepare an accounting from the check book and other records to verify 
the executor's accounting. He should see that all items contained in the 
appraiser's inventory had been duly accounted for and that no property 
had been wrongfully disposed of. Should see that the terms of the will 
had been complied with; that all increase in values and securities, and 
income such as rents, interest on mortgages, etc., had been properly col- 
lected and accounted for; see that payments for testamentary expenses 
are properly vouched and not excessive, as well as any expenditures in- 
curred for expenses of property owned; should examine particularly the 
schedule of debts due by the deceased ; verify the amounts, that value was 
properly received, and whether the bills are properly chargeable to the 
estate; should examine carefully payments to legatees and next of kin; 
verify the authority for payments by reference to the will, ascertaining il 
payments had been made to any one legatee in excess of his share. A 
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verification of advances account of executor's commissions, etc., should 
also be made and the cash balance verified. 

(12) Verification of cash on hand, checks outstanding, cash book entries, 
discounts and allowances, sales journal, footings and postings. Verify 
outstanding accounts receivable and fiayable; see that all invoices were 
properly entered ; that inventory of goods on hand was properly certified ; 
footings correct, properly entered on books and no extraordinary increase 
or dead stock was included therein; verify cash disbursements for labor 
and materials; see that liabilities on notes discounted had been properly 
entered on statement; verify report rendered to main office and particu- 
larly amount of balance due main office. Investigate any extraordinary 
expenses or advances, etc., and also verify commission accotmts. 

(13) The auditor should be guided entirely by his judgment and the 
conditions as he finds them. Where such overdrawing is done with the 
knowledge of the firm, the auditor, knowing that they have such knowl- 
edge, the matter should not be reported at all. Where it is done without 
the knowledge of the firm it would seem as though the manager was not 
anxious to have the firm know about it; hence he is returning the money 
before the audit. In this case the auditor should not take any chances, 
and had better mention it to the firm and learn whether they are in favor 
of such a practice or whether they object to it. The matter, if brought 
to the attention of the firm, should not be embodied in the written report 

(14) In our opinion, the profit and loss account and balance sheet at- 
tached substantially disclose the progress of the business to date and its 
position at this date, with the exception that an insufficient allowance has 
been made for losses in collection of accounts receivable, 

(15) The arrangement of the report will be as follows: 

First, presentation page addressed to client, setting forth the object of 
the engagement and stating the number of pages of comments and the 
designating letter or number of each statement and schedule. 

Second, comments on extraordinary features of the business following 
the order of the items as they appear in the attached statements and 
schedules. 

Third, Exhibit A, balance sheet, with reference opposite the respective 
items to attached schedules. 

Fourth, Exhibit A, schedule I, accounts receivable; exhibit A, sched- 
ule II, bills receivable; exhibit A, schedule III, accounts payable; exhibit 
A, schedule IV, bills payable. 

Fifth, Exhibit B, statement of profit and loss, referring to balance sheet 
after balance in the profit and loss account. 

(16) The question does not state what kind of an insurance company 
is represented here, life or some other insurance company. The affairs of 
insurance companies are regulated by the state laws, the requirements of 
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which, with regard to investments, vary considerably. Accountants as 
well as insurance men are not tmiform with regard to the valuation of 
bonds in the financial statement. Some advocate cost, others market 
value. The argument is always advanced that the purchase of securities 
does not differ from the purchase of any other asset which would be 
recorded at its cost value. On the other hand it must be borne in mind 
that, regardless of the amount paid for the purchase of bonds, at maturity 
they will not realize more than the par value and therefore the premium 
paid on the acquisition of bonds should be charged to a separate account, 
not to the bond account. The latter account is to show the amount which 
the bonds will realize at maturity — ^par. 

The scientific method of treating such purchases on th«; balance sheet 
is to show on the asset side the par value of the bonds as one item, and 
the premium on the bonds as a separate item. At maturity the bonds will 
realize the par value. The premium paid at the purchase has to be made 
good from the interest received on the bonds, it has to be amortized. 
There cannot be any question that if not for the high rate of interest that 
the bonds bear the company would not pay such a premium, if any at all. 
That being the case the premium has to be made good out of the interest 
receipts. 

Taking it for granted that the interest is paid semi-annually the 
insurance company woidd have ten interest periods. At each period 
the company would collect $1,750, part of which should represent the 
amortization of the premium paid. To amortize the total premium 
($8,000) each interest period as collected or at the end of the fiscal year has 
to be burdened with its share ($800). Therefo^^, instead of crediting 
the interest account with the full sum $1,750.00 collected, $800.00 would 
be credited to the premium account, the balance of $950.00 would go to 
the interest account. Another method may be adopted; to credit the 
interest for the full sum collected and then subsequently to charge the 
interest accotmt with $800.00 and to credit the premium account with it. 
The result, of course, would be the same. 

(17) If an auditor finds a wrong classification of expenditures he must 
adjust the accotmts by means of adjustment entries. If a capital ex- 
penditure has been charged to profit and loss account the profits or losses 
for the period under review are understated. A secret reserve has by this 
method been created. If, on the other hand, an expense item has been 
charged to an improvement account the error is more grave. While, as 
far as correct accounting is concerned — expressing exact facts — either 
error must be adjusted, from a conservative point of view, however, the 
first error can find some justification, but surely not the second. If the 
auditor has to certify to the condition of the firm, which we must assiune 
he has, he cannot do so, unless he has made all the adjustments with re- 
gard to capital and revenue expenditures. 

(18) When goods are sent out on consignment, a "Consignment 
Outward" account should be debited for the cost of the goods shipped. 
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This account shotild also be debited for all additional outlays, viz. : 
cartage, freight, etc. The corresponding credits should be in the first 
instance to merchandise sales, in the second case cash, if paid in cash, 
otherwise to the individual creditor's account. 

When the consignee renders his account sales we debit the consignee 
or his remittance (cash), if he remits, and credit "Consignment Sales.'* 
We might credit the "Consignment Outward" accotmt and the result 
would be the same. It is, however, better practice to so subdivide and 
classify the accounts that each account would show at any time a definite 
result. 

It will be noticed that the consignee's deductions are not treated at all. 
To the consignor it does not matter much whether he records that he 
realized $1,500 for his goods, from which $200 were deducted by the con- 
signee, resulting in a net return of $1,300, or that his net rettun is $1,300, 
regardless of what the deductions were. 

Another method of recording the account sales is to show the gross 
sales and chai^ge against it all expenses. The advantage in this case is 
that the selling expenses of the consigned goods would be recorded, which 
is not the case in the first method. 

(19) "Extra Services" could only then be passed by the auditor, when 
the by-laws of the company provide for such expenditures. If the by-laws 
do not provide for it, he must find out whether this extra remuneration has 
been voted by the stockholders in general meeting. The auditor must 
also verify whether the bonus was not in excess of the provisions for the 
remtmeration, if such provision exists. 

(20) An auditor of a firm or corporation wovdd be warranted in revising 
the form and wording of a balance sheet before attaching his certificate. 
It, ot course, depends on the actual extent of his certification. Thus 
where he is reasonably assured that the certified balance sheet is only for 
the use of the owners of the firm, providing that the wording is not mis- 
leading, he is not warranted in revising it. On the other hand, if the 
certified balance sheet is to be used for outsiders, which is true in the 
majority of cases, then he must word his balance sheet and arrange it in 
such form as to most clearly show the true financial condition of the firm. 

(2 1) The auditor has to verify whether the amount charged to theCapital 
Stock Account, in the stock ledger, does not exceed the authorized issue 
of stock. He has also to verify that the allotment is valid and that it 
has been made to bona fide applicants. He must also verify that the stock 
has been paid for either in cash, property or labor (the latter, labor, in the 
State of N.Y.). Fraudulent issues of stock may have been made, which 
wotdd not be disclosed if the auditor were not to verify the stock ledger. 
The cash received for an issue of stock may not have been recorded, 
this would be revealed by the verification of the stock ledger. 

It is, however, questionable whether a full examination of the stock 
ledger is part of an ordinary audit. 
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(2a) Mr. Montgomery in "Dicksee's Auditing" (American edition) 
gives the following reasons in favor of continuous auditing: 

(i) The examination occurs sooner, and consequently any errors 
committed are more qtiickly detected and rectified. 

(s) The periodical visits of the auditor keep the bookkeeper closer 
up to his work. 

(3) A more detailed audit is practicable. 

(4) The audit can be completed soon after the closing of the books, 
without unduly hurrying the examination. 

(23) The duties of a public accountant as an independent auditor are to 
make examinations for particular purposes, such as for bondholders, stock- 
holders, prospective partners; to uncover fraud, and also to make com- 
plete audits for the purpose of verifying the entries on the books and for 
the purpose of certifying to the financial condition of the company as 
evidenced by its balance sheet. The Public Accountant as an independent 
auditor should not hesitate in making the truth, the whole truth and 
nothing but the truth, known, no matter whom it may hurt. As an inde- 
pendent auditor he should be capable of handling all kinds of accounts. 
He is responsible not only to the concern for whom he is working, but 
also to the general public for the correctness of his verification. In addi- 
ton to the duties already mentioned he may also be called in in cases con- 
cerning receiverships, trusteeships, consolidation of corporations, etc. 

(24) The cash account balance as represented in the cash book is the 
true balance according to the books. To reconcile the pass book with that 
balance you must subtract from the bank balance any checks issued and 
not yet returned to the bank, and also the amount of the cash in the cash 
drawer. Thus : 

Cash Received, Cash Paid. 

John Jones $1,000.00 John Smith, check No. i . . $500.00 

Henry Good, check No. 2. 40.00 

Petty cash 20.00 

Balance 440.00 



SL. 



$1,000.00 $1,000.00 

If check No. 2 was not returned, the bank pass book balance would be 
$500; from this amount subtract $40 check not returned and $20 in cash 
drawer, which would give $440 balance as per cash book. The balance in 
the pass book should be confirmed by a statment from the bank certifying 
to its correctness. It has occurred many times that pass books have been 
duplicated and that the auditor has been deceived by believing in its 
correctness. 

(25) In verifying stocks and bonds owned, the auditor should insist 
upon their production and a personal examination of the same and, in 
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addition, he should consider their present market value, and also, if he 
has any suspicion, examine them as to their genuineness. 

Bills and notes receivable or accounts receivable should be verified by 
communication with the debtors. Where this method would not be 
deemed advisable, the next best thing to do is to examine the notes in the 
possession of the concern, ascertain whether any notes have been dis- 
counted at the bank, for which there is a contingent liability; divide the 
accounts and notes into good and doubtful, and perhaps bad. The doubt- 
ful accounts would be those past due or long outstanding. It would be 
advisable to communicate with these debtors, because it is possible that 
a mistake has been made or fraud committed. So far as book values and 
real worth are concerned, we should never certify to the book values of an 
account which we considered bad and we should not in addition certify to 
the full book value of a doubtful account without setting up a reserve 
for bad debts. 

(26) In the previous answer we have practically outlined the procedure 
asked for in this question. In addition to this and in extreme cases it 
might be necessary to compare the commercial standing of the debtors 
with a commercial agency guide. A method used by some auditors to 
ascertain the correctness of accounts receivable is to postpone the audit 
until the first of the month and then to send statements to the debtors. 
If the debtors have paid and the money fraudulently used, the debtor will 
quickly notify the house of such pajrment. Before any of the above 
procedure is gone through all the accounts should be checked back from 
the ledger into the books of orig^inal entry. A statement should be made 
by the auditor containing 

(a) Names and amounts of good accounts; 

(b) Names and amounts of doubtful accounts; 

(c) Names and amounts of bad accounts. 

A sufficient reserve should be set up against loss by reason of bad 
accounts before the auditor can give his certificate. 

(27) It is necessary that the auditor should inspect the minutes of the 
stockholders' and the directors* meetings in order to verify transactions 
which appear on the books, such as issuance of bonds, increase of stock, 
salary of directors. The authorization for any entry affecting such items 
should emanate from the minutes of either stockholders* or directors' 
meetings. If he is refused access to these records he should plainly state 
these facts in his report. Many auditors would not undertake an audit 
where access to such records would be refused. 

(28) If a certified balance sheet is requested by a concern that regularly 
takes notes from its customers in payment of their accounts and which 
are sometimes discounted at the bank, it will be necessary to set up a con- 
tingent liability, called Notes Receivable Discounted, because of the fact 
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XhaX in the event of any of these notes not being paid by the makers at 
maturity the bank will come to us for payment, and therein lies the con- 
tingent liability. The journal entries would be as follows: 

Upon receiving the notes: 

Notes receivable $100.00 

To X $100.00 

Upon discounting the notes : 

Cash $99.00 

Discount i.oo 

To notes Receivable Discounted $100.00 

Then there appears on the debit side of the balance sheet an asset con- 
sisting of Notes Receivable, $100.00, and on the credit side an offsetting 
contingent liability of Notes Receivable Discounted, $100.00. 

(29) An ordinary bank check drawn by a concern, payable to the Re- 
ceiver of Taxes and properly endorsed by him would not be a sufficient 
voucher for the payment of the taxes of that concern because that check 
might be for the payment of taxes on other property and not on the prop- 
erty under consideration. A good voucher in such a case would be a check 
properly dated and made out, on which it has written, "For payment of 
taxes on (description of property, at No. 17 X Street, New York City)/* 
A voucher check would be good evidence. 

(30) The following matters should be presented in the accountant's 
report : 

(i) Valuation of the assets, such as plant, machinery, merchandise, 
accounts and notes receivable of each plant. 

(2) Liability, fixed and current, of each plant 

(3) Statement showing gains or losses for the past five or six years 
of each plant. 

(4) Average per cent, of gain or loss on investments of each plant. 

(5) Statement of the capital accounts of each company. 

(31) An audit may differ from an examination inasmuch as an audit 
is a complete official examination of the books and financial condition of a 
concern, while an examination may be conducted for some special purpose 
only, as an examination conducted by minority stockholders; a bond- 
holders* examination for the purpose of ascertaining a man's interest in 
a concern; an examination conducted for the purpose of uncovering 
fraud, etc. 

(32) In making a bank examination it is better to start at the beginning 
of the day than at the close of the business day, because, 

(i) Everything is intact— that is, all the books are written up; all the 
money has been counted and turned over to the first teller. 

(2) All the securities and moneys are in the vault untouched. 

(3) Any changes in the first teller's cash can easily be detected by a 
comparison with his report of the night previous. 
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(4) The auditor can secure himself against any money, coming in by 
the morning mail which should be in the safe, being placed in the safe by 
keeping the safe sealed and taking money and securities from it only 
after he has made his notation of the withdrawal of the same. The 
employees of a bank might very easily fix up their accounts and moneys 
if the audit began at the close of the business day. 

(33) In the first place, we deduct from the inventory of January 10th 
the purchases made between December 31st and January loth, which leaves 
a balance of $7,011.00. To this sum we add the cost of the goods sold 
between the period named, which amounts to $756.00, and that wotild 
give us the amount of goods on hand on December 31st, which is $7,767.00. 
The proof of this is shown thus : 

Inventory December 31st $7,767.00 

Purchases 678.25 

8>44S.2S 
Deduct sales* at cost ,. 756.00 

Present inventory $7,689.25 

(34) In order to trace the receipts of cash as shown by the cash book, 
when such receipts have been deposited in the bank it is necessary to check 
the pass book with the cash book. The irregularities that might be 
disclosed by such checking would be where checks' were received and not 
deposited at all. If cash receipts were not deposited on the same day 
but covered up by subsequent checks that came into the business, such 
operations would be disclosed by this detailed checking. 

(35) The notes receivable account would have to be analyzed. If the 
credit side of this account showed a credit although the note has not 
matured as yet, the record in the books of original entry would show 
whether the note in question was prepaid or discounted. If it was dis- 
counted, there is a contingent liability, and in the preparation of financial 
statement such contingent liability should be mentioned. 

(36) In such case it is advisable for the auditor to have a statement 
signed by the parties who have authority with regard to the valuation of 
the inventory. It is always safer for the auditor to state this fact in his 
report. 
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G>mmercial Law. 
Questions and Answers. 

I. What is a corporation? Describe the procedure necessary for the 
formation of a business corporation, and show what is required as to 
(a) number of incorporators, (b) number of directors, (c) capital to be 
paid in. 

Answer. Lord Coke's de/inition of a corporation. — ^"A corporation ag- 
gregate of many is invisible, immortal, and rests only in intendment and 
consideration of the law. They cannot commit treason, nor be outlawed, 
nor excommunicated, for they have no souls, neither can they appear in 
person, but by attorney. A corporation aggregate of many can't do fealty, 
for an invisible body can neither be in person nor swear; it is not subject 
to imbecilities or death of the natural body and divers other cases." In 
re Sutton's Hospital (lo Coke's QiCp. i, 32), decided in 1683. 

Seymour Thompson's definition of a corporation. — "A private corpora- 
tion is a voluntary union of persons, joined together by written articles 
of association or incorporation under legislative authority, or by special 
statute on proper application to the legislature, to accomplish some 
pectmiary or ideal purpose authorized by the governing body of a state. 
Its leading features are that it has a continuous succession during the 
period prescribed for its existence, an individual name by which it may 
enter into contracts and sue and be sued, acting as a unit in respect to all 
matters within the scope of the purposes for which it is created, and a 
distinct existence or legal entity separate and distinct from the natural 
persons composing it. The essential idea of a corporation is that it has 
'The capacity to exist and act within the powers granted, as a legal en- 
tity, apart from the individual or individuals who constitute its mem- 
bers."* (Andrews Bros. Co. vs. Youngstown Coke Co., 30 C. C. A. 293, 
86 Fed. 585; I Ky. Corporations, 70.) Thompson on Corporations, Sec- 
ond Edition, Sec. 2. 

Chief Justice Marshall's definition of a corporation. — ** A corporation is 
an artificial being, invisible, intangible, and existing only in contemplation 
of law. Being the mere creature of law, it possesses only those proper- 
ties which the charter of its creation confers upon it, either expressly or 
as incidental to its very existence. These are such as are supposed best 
calculated to effect the object for which it was created. Among the most 
important are immortality, and, if the expression may be allowed, indi- 
viduality ; properties by which a perpetual succession of many persons are 
considered as the same, and may act as a single individual. They enable 
a corporation to manage its own affairs, and to hold property without the 
perplexing intricacies, the hazardous and endless necessity, of perpetual 
conveyances for the purpose of transmitting it from hand to hand. It is 
chiefly for the purpose of clothing bodies of men in succession with these 
qualities and capacities that corporations were invented, and are in use. 
By these means, a perpetual succession of individuals are capable of act- 
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ing for the promotion of the particular object, like one immortal thing/* 
Per Chief Justice Marshall, in Dartmouth College Case, Dartmouth Col- 
lege vs. Woodward, 4 Wheat 518. 

A business corporation is formed in New York under the Business Cor- 
porations Law (Ch. 4 of the Consolidated Laws of 1909) as follows : 

Prepare three (3) copies of a certificate of incorporation. These cer- 
tificates should be signed and acknowledged by the incorporators. Send 
two (2) of them to the Secretary of State, with directions that one (i) 
be filed and the other be returned as a certified copy of the original. The 
fees of the Secretary of State are Ten ($10.00) Dollars for filing the cer- 
tificate, and fifteen (.15) cents per folio for recording; for certifying the 
copy. One ($1.00) Dollar. At the same time the organization tax should 
be sent to the State Treasurer. The tax amounts to fifty (.50) cents 
per thousand dollars of the total authorized capital stock stated in the 
certificate; minimum tax, Five ($500) Dollars. The State Treasurer will 
send one receipt to the Secretary of State, who will attach it to the cer- 
tificate of incorporation, together with a statement of the amount and 
date of payment of the tax, and will then file and record the certificate 
of incorporation and will notify the person from whom he received it that 
it has been filed. The State Treasurer will also send a duplicate receipt 
to the remitter, which duplicate receipt should be attached to the third 
copy of the certificate, which is termed a duplicate original — the other 
original being filed by the Secretary of State. The duplicate original 
should then be filed in the office of the County Qerk in which the prin- 
cipal office of the company is to be located. The County Qerk's fees are : 
Filing fee, six (.06) cents per folio; recording fee, ten (.10) cents per folio. 

The certificate of incorporation should contain the following clauses: 

(i) The name of the proposed corporation, which must be in the 
English language, and must not conflict with the name of any existing 
domestic corporation or of any foreign corporation authorized to do 
business in the state. The name should not contain any of the follow- 
ing words: "Trust," "bank," "banking," "insurance," "assurance," 
" indemnity,'* " guaranty," " guarantee," " title," " savings," " invest- 
ment," "loan," "benefit," "college," or "university." 

(2) The purpose or purposes for which it is to be formed. A cor- 
poration may be formed in New York State for any lawful purposes 
other than those provided for by the moneyed corporations law, the 
banking, the insurance the railroad, the transportation corporations law 
and the education law. Corporations may not be formed in New 
York to practice law, medicine or dentistry. (Business Corporations 
Law, Sections 2 and 2a.) 

(3) The amount of the capital stock, and, if any portion be preferred 
stock, the preferences thereof. Preferred stock may be deprived of 
voting power. (People vs. Koenig, 133 App. Div. 756.) 

(4) The number of shares of which the capital stock shall consist, 
each of which shall not be less than Five ($5.00) Dollars, nor more than 
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One Hundred ($100.00) Dollars, and the amount of capital not less 
than Five Hundred ($500.00) Dollars, with which said corporation will 
begin business. 

(5) The city, village or town in which its principal business office is 
to be located, and, if in New York City, the borough therein in which 
it is to be located. 

(6) Its duration, which may be perpetual. 

(7) The number of its directors, no less than three (3). 

(8) The names and post-office addresses of the directors for the first 
year. At least one of the directors must be a resident of the State of 
New York. The directors need not be incorporators or subscribers for 
stock. (163 N. Y. 423.) 

(9) The names and post-office addresses of the subscribers to the 
certificate, and a statement of the number of shares of stock each agrees 
to take in the corporation. The incorporators should consist of three 
or more natural persons of full age, at least two-thirds (%) of whom 
must be citizens of the United States, and at least one a resident of the 
State of New York. Each incorporator must subscribe for at least one 
(i) share of stock. 

2. (8) May directors of a corporation convey the property of the cor- 
poration to themselves? Give reasons. 

Answer. Three views obtain in the United States as to the validity of 
contracts between directors and the corporation. 

I. Such contracts are voidable but not void, and are therefore bind- 
ing on the directors at the option of the corporation. Bar vs. Ry., 125 
N. Y. 263 (1891) ; Veeder vs. Horstmann, 85 App. Div. 154 (1903). No 
question, therefore, as to the fairness or unfairness of the contract is 
involved. Munson vs. Ry., 103 N. Y. 58 ( 1886) ; (Carpenter vs. Taylor, 
164 N. Y. 171 (1900). 
Same views obtain in: 

Indiana — Port vs. Russell, 36 Ind. 60. 

JVisconsin — Haywood vs. Lincoln Lumber Co., 64 Wis. 639, 26 
N. W. 124. 

California — Wilber vs. Lynde, 49 Ga. 290, 19 Am. Rep. 645. 

Maryland — Hoffman, etc., Co. vs. Cumberland, etc., Co., 16 Md. 
456, 77 Am. Rep. 311. 

n. The second view is not so rigid as the first. The courts that fol- 
low this view hold that contracts between directors and their corpora- 
tions are voidable, but are presumptively valid. However, they may be 
challenged and avoided for any lack of good faith. This view prevails 
in most jurisdictions: 

New J^rj^y— Stewart vs. Lehigh Valley R. Co., 38 N. J. L 505. 
United States — Leavenworth (bounty vs. Chicago, etc., R., 134 U. S. 
688, 10 S. Ct. Rep. 708, 33 L. Ed. 1064. 
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III. The third view holds that contracts will depend for their validity 
on the circumstances surrounding each case, though the courts will 
scrutinize such contracts more carefully than ordinary contracts: 

Kansas—Thomais vs. Sweet, 37 Kan. 183, 14 Pac. 545. 

Pennsylvania— lisimmond*s Appeal, 123 Pa. St 503, 16 Atl. 419. 

South Carolina — Ga. Cent. R. vs. Claghom, i Speers Eq. 545. 

F^rmon/— Rogers vs. Danby, etc, Soc, 19 Vt 187. 

Sometimes contracts between the corporation and its directors are sanc- 
tioned by by-laws. The by-laws of the U. S. Steel Corporation provide : 

" Inasmuch as the directors of this Company are men of large and di- 
versified business interests, are likely to be connected with other corpora- 
tions with which from time to time this Company must have business 
dealings, no contract or other transaction between this Company and any 
other corporation shall be effected by the fact that directors of this Com- 
pany are interested in or are directors or officers of such other corpora- 
tions, if, at the meeting of the board, or of the committee of this Company, 
making, authorizing or confirming such contract or transaction, there shall 
be present a quorum of directors not so interested; and any director in- 
dividually may be a party to, or may be interested in, any contract or 
transaction of this Company, provided that such contract or transaction 
shall be approved or be ratified by the affirmative vote of at least ten di- 
rectors not so interested." 

A somewhat late case in New York, Polhemus vs, Polhemus, 114 App. 
Div. 781, 100 N. Y. S. 263 (1906), holds that there is no presumption of 
fraud as to the actions of directors in selling corporate property to another 
director. Under this decision the contract could be avoided, but the stock- 
holders would have to bear the burden of proving fraud. 

3. For what kind of property may a corporation issue its capital stock 
in pajTnent? Explain fully. 

Answer. Section 55 of the Stock Corporation Law in the State of New 
York provides: 

" No corporation shall issue either stock or bonds except for money, 
labor done or property actually received for the use and lawful purposes 
of such corporation," 

It has been held in the case of Rafferty vs. Gas Company, 37 App. Div. 
618 (1899), that the phrase "lawful purposes" means those purposes 
which are not foreign to the purposes of the corporation. The phrase, 
it is said, is to be given a liberal construction. 

4. When the capital of a corporation is increased, what persons have 
a prior right to subscribe for the new stock, and in what proportions? 
May such right be made negotiable, and if so, how? 

Answer. The old stockholders have a right to purchase the new stock 
pro rata before it may be offered to putside investors. However, a price 
may be fixed, not less than par, and if the stockholders are given an op- 
portunity to take stock at that price in proportion to their holdings, and 
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the offer is not accepted, the stock may be sold at the advanced price and 
the stockholders may not insist upon taking the stock at par. 

"When the stock is issued in payment for property purchased by the 
corporation, the stockholders' right is merged in the purchase, and they 
have an advantage in the increase of the property of the corporation in 
proportion to the increase in stock." 

" And if so situated that he could not take it himself, he was entitled 
to sell the right to someone who could, as is frequently done." These 
quotations are from Judge Vann's opinion in Stokes vs. G)ntinental Trust 
Co., i86 N. Y. 28s (1906). 

The privilege of purchasing new stock belongs to the remainder-man 
and not to the life tenant Rich wood vs. Richman, 127 App. Div. 117, 108 
N. Y. S. 29a 

The right is made negotiable by the corporation, which sends a negotia- 
ble notice to each shareholder of the number of shares to which he is 
entitled. 

The following notice copied from the Wall Street Journal, issue of 
November 5, 1909, fully explains the modem method of making subscrip- 
tion rights negotiable : 

THE PENNSYLVANIA RAILROAD COMPANY. 



HOTICB TO STOCKHOLDBSS. 



Philadslthia, Pa., November ist, 1909. 
At a meeting of the Board of Directors held this date the following resolution was 
adopted: 

*' RESOLVED That, pursuant to the consent and authority given and conferred by 
appropriate action duly taken by this Company's stockholders for increasing its capital 
stock, and for the purpose of providing the funds necessary to meet maturing obliga- 
tions of the Company, and for other corporate purposes, an increase of this Company's 
capital stock equal to twenty-five centum of the aggregate amount thereof which 
shall be issued and outstanding at the close of business on the fifteenth day of 
November, 1909, is hereby authorized and directed, and the same shall be issued and 
disposed of in manner following: 

The privilege of subscribing for said stock at par $50 per share, on December 8th, 
and to and inclusive of December i8th, 1909, on which latter date the privilege 
will cease, is hereby given to stockholders as they shall stand registered on the books 
of the Company at the close of business on November 15th, to the extent of twenty- 
five per centum of their respective holdings. 

The terms of subscription will be as follows: 

Payments may be made in three instalments, or they may be made in full, viz.: 

The first instalment, 30 per cent., or $15.00 per share, at the time of making the 
subscription, between December 8th and December i8th, i909t inclusive. 

The second instalment, 30 per cent, or Si 5.00 per share, between February asrd 
and March ist, 19 10, inclusive. 

And the third instalment, 40 per cent., or $20.00 per share, between May 26th and 
June xst, 1910, inclusive. 

Payments in full at the time of making the subscription, between December 8th 
and December x8th, 1909. inclusive. 
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Warrants will be issued by the Treasurer to each stockholder, i^yecifyiag the 
amount of stock to which he is entitled to subscribe under this privilege, and sadi 
privilege may be sold by any stockholder, the warrants to have thereon a form of 
assignment therefore. The warrants, accompanied by the payment for the first instal- 
ment, shall be returned by the stockholders to the Treasurer between December 8th 
and December i8th, 1909, inclusive, and if not so returned, and the first instalment 
so paid, the warrants shall be void and of no value. 

The Treasurer will issue, on surrender of the warrants and payment of the first 
instalment, receipts which will be assignable and which are to be returned to the 
Treasurer at the time of the payment of the second instalment, whereupon assignable 
receipts covering the first and second instalment payments will be issued, which are 
to be surrendered to the Treasurer on payment of the third instalment. 

Upon payment of the last instalment there will be issued a check for interest at 
the rate of six per centum per annum on the first instalment from December iSth, 
1909, and on the second instalment from March ist, 191 o, ail up to June ist, 19x0* 
which will amount to $0.63 per share. 

To subscribers making payment in full between December 8th and December 18th, 
1909, inclusive, and to those making payment of the last instalment between May 26t& 
and June ist, 1910, inclusive, full paid negotiable stock receipts will be issued for 
whole shares, exchangeable, ten days after payment, for stock certificates carrying 
all dividends thereafter declared. 

For fractional shares, full paid stock receipts will be issued upon payments in full 
or upon payment of the last instalment. They will not carry any dividend or interest, 
but will be convertible into stock when the fractions presented make whole shares, 
provided such conversion is made on or before October 31st, 19 10. After April 30th 
191 o, such fractional stock receipts issued upon payments in full, or after October 
31st, 1 910, fractional receipts issued upon payment of the last instalment will be 
redeemed in cash at the rate of $50 per share, without interest. 

Fractional receipts will pass by delivery. 

The right to receive stock shall accrue to any stockholder under this privilege 
unless the terms of subscription are fully complied with and payments made at the 
dates hereinbefore stated, and no subscription or assignment of the privilege will be 
recognized unless made on the forms furnished by the Company.'* 



Warrants will be mailed about November 23rd, to stockholders of record November 
15th, 1909, who who have filed permanent dividend orders in this office, to the 
addresses indicated on such orders, and where dividends are collected by bankers, 
brokers or others on powers of attorney or other authority, the warrants will be sent 
to such authorized parties for delivery to the stockholders, unless other instructions 
are received relative thereto prior to November 23rd, 1909. 

ALL COMMUNICATIONS BY MAIL SHOULD BE ADDRESSED TO 
THE TREASURER AT PHILADELPHIA. 

Jambs F. Fahkbstock, 

Treasurer 

5. What are the advantages of incorporating a business? For what 
puropses may corporations be formed in Illinois? Name exceptions, if 
any. 

Answer, The main ^({vantages of the corporate form of doing business 
has been summarized by Professor W. H. Lough in his "Corporation Fi- 
nance " as follows : 

" (i) Flexibility. — The owners of a corporation may be few or 

numerous. This makes the corporate form especially well adapted to 

collecting large amounts of capital by means of small contributions from 

a great many people. 
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" (2) Permanence. — ^The life of a corporation is not dependent on 
the life or on the caprice of any individual. 

" (3) Centrauzation op Control. — Under the corporate form the 
officers of the corporation within carefully defined limits exercise com- 
plete control. 

** (4) Transferabiuty or Ownership. — Corporate shares may he 
readily sold either in a Mock or piecemeal and have a wide market 

" (5) Limited Liability. — ^The corporation alone, with certain minor 
exceptions, is liable for its own debts and the shareholders cannot lose 
more than their original investment" 

A so-called incorporating company in New York City prepared the fol- 
lowing statement to show the advantages of a corporation over a part- 
nership : 

In a Partnership. — L You are liable to the full extent of your own 
property for firm debts. If a judgment against the partnership cannot 
be satisfied out of firm assets, each partner will be individually liable 
for the full amount of the deficit. 

IL Your partner has as much authority in the conduct of the firm 
business as yourself. Your credit is at the mercy of your partner. By 
hiring an incompetent employe, by engaging in speculation, by an indis- 
creet contract or by dishonesty he can cause you the loss of everything 
you have in the world. 

III. Your partner's death, insanity or bankruptcy immediately dis- 
solves the partnership. A very valuable good-will, perhaps, will have to 
be sold at a sacrifice to clear up the partner's estate. Thus, irreparable 
damage will be done. 

IV. Your partner may desire to lend money to the firm. He will have 
to wait for payment of his loan till all the firm creditors are paid. 

V. You may desire to add a new partner to the business, either be- 
cause he is an extraordinarily competent man, or because he will invest 
capital. The dissent of a single member of your firm can keep out such 
a desirable man. 

VI. You may desire to wind up your interest in the concern, but if 
your partner refuses to permit you to withdraw, you will have to resort 
to long and expensive litigation. 

VII. You may desire to obtain new capital for the business, but you 
will find that because you are a partnership it will be difficult to ne- 
gotiate a loan. 

In a Corporation. — I. As a stockholder you are subject to absolutely 
no liability, outside of the amount invested in the stock of the corpora- 
tion. A creditor of a corporation can satisfy his claim out of the assets 
of the corporation only. 

II. A stockholder, as such, has no power to incur any liability for 
the corporation or for any other stockholder. He is not an agent for 
either unless he is specially appointed. In no case can you, as a stock- 
holder, be made liable for more than you have invested. 
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III. Your fellow stockholder may die, become insane, or go through 
bankruptcy, but the corporation will not be affected; it will continue its 
business as though nothing had happened. The only change that will 
be made will be the substitution of a new stockholder for the old one. 
The continuance of a corporation may be perpetual if it is so desired. 

IV. You, as a stockholder, may lend money to the corporation; you 
will be entitled to payment as soon and in the same proportion as out- 
side creditors. 

V. You can secure new capital very easily and without disturbing the 
business by merely issuing stocks or bonds. 

VI. You have two means of raising money: first, on your individual 
holding in the company; second, on the credit of the corporation itself. 
The rights of all parties are clearly defined in a corporation, and the 
business can be easily and safely managed. 

VII. You may desire to withdraw from a corporation; you can do so 
by merely selling your stock. One or all the stockholders may thus sever 
their connection with the corporation without working its dissolution. 
(See also answer to Question ii.) 

Corporations may be formed under the general corporation law of Illi- 
nois for any lawful purpose except banking, insurance, real estate broker- 
age, operation of railroads and the business of loaning money, horse or 
dununy railroads. G>rporations formed for the purpose of constructing 
railroad bridges and those organized for the purchase and sale of real 
estate for burial purposes only are permitted. A corporation may not be 
organized to acquire and hold land upon which to erect a building to lease 
and to collect rents from it. (Imperial Building Company vs. Chicago 
Open Board of Trade, 87 N. E. Rep. 167.) 

6. Must each share be paid for in full by each subscriber to an Illinois 
corporation before a certificate of stodc may be issued to him? May 
capital stock be paid for in property? 

Answer. Nothing is said in the statute prohibiting the issuing of a 
certificate of stock to a subscriber who has not paid for it in full, and it 
would seem, therefore, that under such conditions a certificate of stock 
may be issued. (See Bates vs. Tel. O., 134 111. 548.) 

The Illinois statute contains no provision as to the method of paying 
for capital stock, but the courts have decided that capital stock may be 
issued for labor, property or other valuable consideration. (Farwell vs. 
Great Western Tel. Co., 161 111. 532). For the answer to this question 
under the New York law, see question No. 3 above. 

7. A stock certificate is issued to the original subscriber bearing the 
printed words "full-paid and non-assessable," when in fact it was only 
partly paid for ; subsequently it is sold and assigned to a purchaser with- 
out notice of the fact that it is not paid in full. What remedy has a cred- 
itor of the corporation against the original subscriber and against the 
transferee ? 

236 

Digitized byLjOOQlC 



Questions and Answers in Commercial Law, 

Answer. Where shares are issued as "full paid" innocent purchasers 
are protected against the corporation and against creditors. (lo Cyc 483, 
and cases there cited.) In New York, Section 56 of the Stock Corpora- 
tion Law provides that the stockholder is liable up to the amount of the 
unpaid part of his capital stock for debts incurred while he was a stock- 
holder. Action must be brought to enforce this liability within two years 
of his ceasing to be a stockholder. 

& Has the holder of a single share of stock the right to inspection of 
the books; if so, where and under what circumstances? 

Answer. In Illinois every stockholder has a right at all reasonable 
times or by his attorney to examine the records and books of account 
General Corporation Law, section 13; Rolling Stock Company vs. People, 
147 III 234. 

New York corporations must keep books of account and a stock ledger. 
Any stockholder may inspect the stock ledger during at least three business 
hours daily and may make extracts therefrom. The stock ledger must 
contain the names of all stockholders alphabetically arranged, residences, 
number of shares held when became owners, and amount paid thereon. 

Stockholders have no right in New York to inspect books of account, 
but instead stockholders holding 5% (if the capital stock is $100,000 or 
less) or 3% (if the capital stock exceeds $100,000) of the capital stock 
may demand in writing from the treasurer or chief fiscal oflker a de- 
tailed statement embracing all assets and liabilities, which statement must 
be filed within thirty days in the corporation's office, and must be open 
for inspection to all stockholders for a period of twelve months. Only 
one report a year may be demanded. Penalty for failure to comply with 
the law is $50, and $10 for each twenty-four hours' delay. 

9. (a) How are the directors and the president of a Pennsylvania cor- 
poration, which was formed under the general corporation act of 1874, 
chosen? (b) What is meant by stock proxy? (c) What is meant by the 
authorized capital? (d) Need anything be paid into the treasury of the 
company before it starts? (e) If the company fails, to what extent are 
stockholders liable for its unpaid debts? 

Answer, (a) In Pennsylvania, directors for the first year are named 
in the certificate, and thereafter are chosen at the annual meeting. Cumu- 
lative voting must prevail. (Constitution, Article XVI, Section 4.) 

The rule in New York is the same as that in Pennsylvania, except that 
cumulative voting does not obtain unless provided for by the charter. 

(b) Proxy voting is voting by power of attorney. In Pennsylvania a 
proxy is not good after two months after date. No blank proxy may be 
given nor may the proxy be given power of substitution. 

In New York a proxy is good for any definite period mentioned therein, 
otherwise for eleven months only. 

(c) By authorized capital is meant the amount at par which the stock- 
holders must pay for all the capital stock or shares of a company. It is 
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fixed by the organizers at the time of organization and can be changed by 
formal amendment only. 

(d) In Pennsylvania io% of the capital stock must be subscribed for 
and paid into the treasury before the application for charter is filed, and 
one-quarter of the capital stock must be paid within two years. 

New York corporations are not permitted to incur debts until at least 
$500 has been paid in. At least one-half of the capital stock must be paid 
in within one year. 

(e) In Pennsylvania stockholders are liable for amounts unpaid on 
capital stock and also for work or labor done not exceeding an amount 
equal to the amount of stock held by the stockholder. 

The stockholders of New York corporations are liable for amounts un- 
paid on their capital stock, and are jointly and severally liable for all 
debts due and owing to laborers, servants or employees, other than con- 
tractors, for services performed by them for such corporation. This 
liability rests on the pledgor of stock and on the estate of a decedent as 
distinguished from the pledgee and the personal representative. 

10. (a) How is a corporation created? (b) Give some of the powers, 
rights and duties, (c) Give a general rule as to rights of members. 

Answer, (a) A Pennsylvania corporation is formed by performing tlie 
following steps: 

1. Preparing, executing and acknowledging a certificate of incorpora- 
tion. 

2. Publishing notice of intended application for a charter once a week 
for three full weeks in at least two newspapers. 

3. Filing certificate in the office of the Secretary of the Common* 
wealth. 

4. Filing proof of the publication of notice of intention to apply for 
charter. 

5. Recording charter in the office of the Recorder of Deeds. 

(See answer to question i as to procedure in forming New York cor- 
porations.) 

(b) General powers of corporations : 
(i) To sue and be sued. 

(2) To use a seal. 

(3) To buy, sell and hold property. 

(4) To appoint directors, officers and agents. 

(5) To make by-laws. 

(6) To dissolve itself. 

(7) To do all things necessary to carry out the purposes set forth 
in the certificate of incorporation. 

(c) Individual rights of members: 
(i) To a certificate of shares. 

(2) To transfer shares. 

(3) To vote. 

(4) To inspect corporate records. 
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(5) To dividends. 

(6) To preference upon increase of capital stock. 

(7) To interfere with corporate business where there is a breach of 
trust on the part of the officers or majority, where there is a commis- 
sion of ultra vires acts on the part of the corporation, or where the di- 
rectors or majority refuse to act for the benefit of the corporation. 

11. (a) What is a corporation? (b) How docs it differ from a partner- 
ship? (c) How does it differ from a joint stock company? 

Answer, See table (pages 240 and 241). 

12. (a) What is the meaning of the word "stock" in reference to 
a corporation? (b) What does it represent? (c) How is it transferred? 
(d) What right have stockholders in and to the corporate property? 

Answer, (a) By stock is meant the interest represented by certificates 
of stock which the stockholders have in the corporation. 

(b) Stock is divided into equal shares, and is represented corporeally 
by certificates of stock. It represents the interest which the stockholders 
have in the corporate property and in the management thereof. 

(c) Stock is transferred by assignments in blank or by specific assign- 
ments endorsed on the certificates of stock. In most states the transfer 
is not binding on the corporation until it has been registered on the books 
of the company. 

(d) Stockholders have no direct interest in corporate property except 
upon dissolution. 

13. Distinguish clearly between public corporations and private corpora- 
tions. 

Answer. Public corporations are those formed to accomplish some 
public purpose. For example, a municipality, a township or a school dis- 
trict is a public corporation. 

A quasi-public corporation is one organized for private profit and by 
private individuals with the object and purposes of promoting some pub- 
lic enterprise. They are sometimes called public service corporations. 
Examples: Railroad, canal, gas companies, etc. 

Private corporations are those created by private individuals to pro- 
mote and prosecute private enterprises. 

14. (a) How is a pledge of stock usually made? (b) Must the 
pledgee return to the pledgor the identical certificate pledged? (c) Has 
the pledgee the right to sell or to repledge the stock? 

Answer, (a) A pledge of stock is usually made by simply depositing 
a certificate with the pledgee. 

(b and c) " While as a general rule the pledgor, upon discharge of his 
obligation, is entitled to the return of the specific property pledged, cor- 
porate stock stands on a different footing; and in the absence of a spe- 
cial agreement the pledgee is not liable for their conversion by reason of 
his sale iff other disposition of the identical certificates delivered to him, 
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so long as he retains at all times an equal number of shares of the same 
class and value to be delivered to the pledgor upon discharge of his obli- 
gation." (lo Cyc. 855-6, citing Horton vs. Morgan, 19 N. Y. 170.) 

15. What 16 meant by ultra vires as to an act of a corporation? 
Explain and give an example of such an act. 

Answer, "The contracts of corporations are said to be ultra vires 
when they involve some adventure or undertaking not within the scope 
of their charter, which is their rule of corporate action." (Leslie vs. Loril- 
lard, no N, Y. 519.) If, for example, an Illinois corporation contracted to 
acquire real estate on which to build an office building, not for its own 
inmiediate needs, the contract would be ultra vires. (See answer to 
question 5-) 

As to the rights of parties under ultra vires contracts, two rules pre- 
vail in this country. In the United States courts and in the courts of 
Alabama, Massachusetts, Tennessee and some other states an ultra vires 
contract cannot be enforced by either side, but if one side has performed 
its contract it may recover for the benefits the other side has received. 
In Indiana, Illinois, New York, Pennsylvania and many other states the 
obligation of an ultra vires contract may not be resisted by a party who 
has received benefits thereunder. G>urts, in general, will not rip open 
fully executed ultra vires contracts, nor will they lend their aid to the en- 
forcement of ultra vires contracts wholly unexecuted. 

16. Give in a general manner requirements of the law governing the 
organization of corporations in the State of Rhode Island, and state what 
class of corporations can be organized under the general laws. 

Answer. The general laws require that in order to form a corporation 
any number of persons, not less than three, all of lawful age, may file 
articles of association in the office of the Secretary of State, together with 
a receipt from the general Treasurer showing that the organization tax 
has been paid. The Secretary of State then issues a certificate of 
incorporation. 

Within thirty days after organization, a certificate verified by the 
Treasurer or other authorized officer must be filed with the Secretary of 
State. This certificate must set forth the name of the corporation; the 
date of organization; the amount of capital stock paid in on organization; 
the town in which it is located ; and the name and address of its treasurer, 
and if he be a non-resident, there should be filed a copy of a power of 
attorney duly authenticated appointing some competent person residing 
in the State as attorney to receive service of process. Manufacturing 
corporations must record with the town clerk in which the main factory 
is established a certificate of payment of capital stock within ten days 
after the last payment. 

Corporations may be formed under the general laws for any purpose, 
except insurance, banking or for the purpose of trading in bonds, notes 
or other evidences. By Article IX of the Amendments of the Constitution 



242 



Digitized byLjOOQlC 



Questions and Answers in Commercial Law. 

of the State, no corporation shall be created under the general laws 
with power to excercise the right of eminent domain or to acquire 
franchises in the streets and highways of towns and cities. 

17. A corporation called The Western Trading Company was in- 
corporated under the laws of the State of Illinois. A certificate of 
complete organization was issued by the Secretary of State and everything 
necessary to constitute this a " de jure" corporation was done except to 
record the certificates in the office of the Recorder of Deeds of Cook 
County, the principal office of the company being in Chicago. After the 
company was thus organized, its president ordered some bonds engraved by 
the American Bank Note Company, and the bonds not being paid for on 
delivery, the work thus ordered having been charged to the Western Trad- 
ing Company on the books of the plaintiff company and bills rendered 
accordingly, the latter company sued the president of the Western Trading 
Company for the contract price of the work. The court gave judgment 
for the plaintiff on the ground that the Western Trading Company, not 
having filed in the office of the Recorder copy of its articles of incorpora- 
tion, as required by law, was incapable of contracting and could not be 
held liable on this contract. Give your opinion in this case. 

Answer. In Illinois the General Corporation Law, Section 18, provides : 
" If any person or persons, being or pretending to be an officer or agent 
or Board of Directors of any stock corporation, or pretended stock 
corporation, shall assume to exercise corporate powers or use the name 
of any such corporation, or pretended corporation, without complying with 
the provisions of this act, before all stock named in the articles of 
incorporation shall be subscribed in good faith, then they shall be jointly 
and severally liable for all debts and liabilities made by them and con- 
tracted in the name of such corporation, or pretended corporation." On 
a statement of facts similar to those in the question, it was held, in the 
ca.se of Loverin vs. McLaughlin, 161 111. 417, that the president was 
liable. That case was cited with approval in Butler Paper Company vs. 
Qeveland, 228 111. 128. For the law in most States see answer to question 
No. 24. 

18. Under what circumstances may the directors of a corporation 
be liable for dividends paid? Explain fully, and state to whom the direc- 
tors are liable. 

Answer. Section 28 of the Stock Corporation Law of the State of 
New York provides: "The directors of a stock corporation shall not 
make dividends, except from the surplus profits arising from the business 
of such corporation, nor divide, withdraw or in any way pay to the stock- 
holders, or any of them, any part of the capital of such corporation, or 
reduce its capital stock, except as authorized by law. In case of any 
violation of the provisions of this section, directors, under whose adminis- 
tration the same may have happened, except those who may have caused 
their dissent therefrom to be entered at large upon the minutes of such 
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directors at the time, or were not present when the same happened, shall 
jointly and severally be liable to such corporation and to the creditors 
thereof, to the full amount of any loss sustained by such corporation or 
its creditors respectively by reason of such withdrawal, division or reduc- 
tion." 

Section 664 of the Penal Law provides in part as follows : " A director 
of a stock corporation who concurs in any vote or act of the directors of 
such corporation, or any of them, by which it is intended : To make a div- 
idend, except from the surplus profits arising from the business of the 
corporation, in the cases and manner allowed by law * * "* is guilty of a 
misdemeanor." 

It will be seen, therefore, that the directors are liable to the corporation, 
to the creditors and to the State. 

19. State the procedure necessary in New York State for dissolving 
a corporation. 

Answer. Corporations may be voluntarily or involuntarily dissolved. 
The question seems to require the procedure for voluntary dissolution. 

A corporation may be dissolved by voluntary proceedings in one of two 
ways: 

The first method is governed by Section 221 of the General Corporation 
Law, which provides as follows: 

"The board of directors of any such corporation may, at a meeting 
called for that purpose, upon at least three days' notice to each directot, 
by a vote of a majority of the whole board, adopt a resolution that it 
is in their opinion advisable to dissolve such corporation forthwith, and 
thereupon shall call a meeting of the stockholders for the purpose of 
voting upon a proposition that such corporation be forthwith dissolved. 
Such meeting of the stockholders shall be held not less than thirty nor 
more than sixty days after the adoption of such resolution, and the notice 
of the time and place of such meeting so called by the directors shall be 
published in one or more newspapers published and circulating in the 
county wherein such corporation has its principal office, at least once a 
week for three weeks successively next preceding the time appointed for 
holding such meeting, and on or before the day of the first publication of 
such notice a copy thereof shall be served personally on each stockholder, 
or mailed to him at his last known post-office address. Such meeting 
shall be held in the city, town, or village in which the last preeceding 
annual meeting of the corporation was held, and said meeting may, on 
the day so appointed, by the consent of a majority in interest of the stock- 
holders present, be adjourned from time to time, and notice of such adjourn- 
ment shall be published in the newspapers in which the notice of the meet- 
ing was published. If at any such meeting the holders of two-thirds in 
amount of the stock of the corporation then outstanding shall, in person or 
by attorney, consent that such dissolution shall take place and signify such 
consent, in writing, then such corporation shall file such consent, attested 
by its secretary or treasurer, and its president or vice-president, together 
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with the powers of attorney signed by such stockholders executing such 
consent by attorney, with a statement of the names and residences of the 
then existing board of directors of said corporation, and the names and 
residences of its officers duly verified by the secretary or treasurer or 
president of said corporation, in the office of the Secretary of State. 

The Secretary of State shall thereupon issue to such corporation, in 
duplicate, a certificate of the filing of such papers and that it appears 
therefrom that such corporation has complied with this section in order 
to be dissolved, and one of such duplicate certificates shall be filed by 
such corporation in the office of the clerk of the county in which such 
corporation has its principal office; and thereupon such corporation shall 
be dissolved and shall cease to carry on its business, except for the pur- 
pose of adjusting and winding up its business. The board of directors 
shall cause a copy of such certificate to be published at least once a 
week for two weeks in one or more newspapers published and circulating 
in the county in which the principal office of such corporation is located, 
and at the expiration of such publication, the said corporation, by its 
board of directors, shall proceed to adjust and wind up its business and 
affairs, with power to carry out its contracts and to sell its assets at 
public or private sale, and to apply the same in discharge of debts and 
obligations of such corporation, and after paying and adequately provid- 
ing for the payment of such debts and obligations, to distribute the balance 
of assets among the stockholders of said corporation, according to their 
respective rights and interests. 

Said corporation shall nevertheless continue in existence for the purpose 
of paying, satisfying and discharging any existing debts or obligations, 
collecting and distributing its assets, and doing all other acts required in 
order to adjust and wind up its business and affairs, and may sue and be 
sued for the purpose of enforcing such debts or obligations, until its 
business and affairs are fully adjusted and wound up. 

After pairing or adequately providing for the debts and obligations of 
the corporation, the directors may, with the written consent of the holders 
of two-thirds in amount of the capital stock, sell the remaining assets 
or any part thereof to a corporation organized under the laws of this or 
any other state, and engaged in a business of the same general character, 
and take in payment therefor the stock or bonds, or both, of such corpora- 
tion and distribute them among the stockholders, in lieu oif money, in pro- 
portion to their interest therein, but no such sale shall be valid as against 
any stockholder who within sixty days after the mailing of notice to 
him of such sale shall apply to the supreme court, in the manner provided 
by Section 17 of the Stock Corporation Law for an appraisal of the value 
of his interest in the assets so sold unless within thirty days after such 
appraisal the stockholders consenting to such sale, or some of them, shall 
pay to such objecting stockholder, or deposit for his account, in the manner 
directed by the court, the amount of such appraisal, and upon such payment 
or deposit the interest of such objecting stockholder shall vest in the 
person or persons making such payment or deposit." 
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Another method of dissolving a corporation is provided by the General 
Corporation Law. Under this method, whenever the management of a 
corporation is equally divided so that there is a deadlock, or whenever 
the assets are insufficient to pay all just demands, or whenever the direc- 
tors deem it benefical to the interests of the stockholders to dissolve the 
corporation, a petition may be presented to the Supreme Court praying for 
a final order dissolving the corporation. The petition must set forth in 
full the financial condition of the company, with an inventory of the prop- 
erty, of the books, vouchers, securities, indebtedness, etc An order is 
then procured requiring all persons to show cause why the corporation 
should not be dissolved This order is published at least once in each 
of the three weeks immediately preceding the time fixed therein for show- 
ing cause, in one or more newspapers, specified in the order, published 
in the dty or county wherein the order is entered. A referee may be 
appointed. In a proper case the court will then make a final order dis- 
solving the corporation and appointing one or more receivers of its prop- 
erty. 

2a (a) How are foreign corporations authorized to transact business 
in Michigan? (b) And what franchise fee is required from them? (c) 
How is a corporation created in Michigan? (d) And how many in- 
corporators are required by law? (e) What is the minimum and maxi- 
mum authorized capital at which corporations may capitalize in Mich- 
igan? (f) How may the dissolution of a corporation be effected, and (g) 
for what particular reason would a corporation's charter be forfeited? 

Answer, (a) Foreign corporations may obtain authority for transact- 
ing business in Michigan by procuring a certificate of authority from the 
Secretary of State. The procedure for obtaining this is as follows : File 
with the Secretary of State a certified copy of corporation's charter and 
evidence of the appointment of an agent on whom service of process can 
be made; pay the requisite recording, filing and franchise fees; file a 
statement sworn to by at least two of the following officers: President, 
secretary, treasurer or superintendent. This statement should contain the 
following facts and be in form substantially as follows: 



19 

To the Secretary of State, Lansing, Michigan: 

, a foreign corporation organized and existing un- 
der and by virtue of the laws of the State of , hereby 

makes the following declaration, pursuant to an act of the legislature of 
Michigan, entitled " An act to prescribe the terms and conditions on which 
foreign corporations may be admitted to do business in Michigan," ap- 
proved June 6, 1901, as amended : 

I. The location of its principal business is 

The location of its principal place or places of business 

The names and addresses of the principal officers are 
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2. The location of its principal office and the principal place of bfusi- 
ness in Michigan 

The names and addresses of the officers or agents of the company in 
charge of its business in Michigan are 

3. The authorized capital stock of said corporation is 

dollars ($ ). 

4. The total value of the property owned and used by the company 
in its business, giving the location and general character, and stating 
separately the value of its tangible property, of its cash and credits, its 
franchises, patents, trade marks, formulas, good will, is 

5. The value of property owned and used in Michigan and where sit- 
uated, showing different kinds, as in item four 

6. The total amount of business transacted during the preceding 
year 

7. The amount of business, if any, transacted in Michigan 

8. The particular purpose or particular kind of business for which the 
company desires to be admitted is the following 

9. Its corporate term will expire 

In witness whereof, said has caused its corporate seal 

to be affixed and its name to be hereunto attached this day of 

, A. D. 19 



(us.) 
By... 



State of County of , ss. 

, being duly sworn, depose and say, that they 

are officers, to wit, the and respectively, of 

; that the foregoing statement, executed in the name 

and on behalf of said corporation, and under its corporate seal, is true. 



Sworn to before me and subscribed in my presence, this. 
day of , A. D. 19 



My commission expires , 19. 



Office of the Secretary of State. 

Lansing, Michigan, , 19 

From the foregoing statement made by the said , and 

from other facts coming to my knowledge, I find the proportion of the 
capital stock of the company represented by its property and business in 

Michigan to be per cent, of its authorized capital stock, to 

wit, the stun of dollars, on which the franchise fee of one- 
half of one mill on each dollar will be the sum of dollars. 



Deputy Secretary of State. 
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(b) Foreign companies are required to pay to the Secretary of State a 
franchise fee of one-half a mill (.0005) on each dollar of the proportion 
of their authorized capital stock represented by the property owned and 
used and business transacted in Michigan. In case sudi corporations are 
not at the time of admission carrying on any business outside of Michi- 
gan, they are required to pay a franchise fee on their entire authorized 
capital stock. The minimum fee is twenty-five ($25.00) dollars. 

The fees payable to the Secretary of State, in addition to the franchise 
fee, are as follows: 
For recording articles of incorporation, twenty cents per folio. 
For filing same, one dollar. 
For issuing certificate of authority, twenty-five cents. 

(c) Corporations may be formed under general laws, but shall not be 
created, nor shall any rights, privileges or franchises be conferred upon 
them by special act of the legislature. Section 9 of Act No. 232, Public 
Acts of 1903, provides : 

"Before any corporation organized under this act to operate in this 
State shall commence business, the president shall cause the articles of 
association to be recorded, at the expense of said corporation, in the of- 
fice of the Secretary of State of this state, and in the office of the count>' 
clerk of the county in which such operations are to be carried on, and be- 
fore any corporation organized hereunder, to operate outside this state, 
shall commence business, the president shall cause the articles of associa- 
tion to be recorded, at the expense of the corporation, in the office of the 
Secretary of State and in the office of the county clerk of the county in 
this state where the office of the corporation is located. The Secretary 
of State and the county clerk in whose office such articles of association 
shall be recorded, shall each certify upon every such articles of associa- 
tion recorded by him, the time when it was received, with a reference to 
the book and page where the same is recorded, and the record, or tran- 
script of the record, certified by the Secretary of State of this State, and 
under the seal thereof, shall be received in all the courts of this State as 
prima facie evidence of the due formation, existence and capacity of such 
corporation in any suit or proceedings brought by or against the same. 
And in case of companies organized under Act Number Forty-one, laws of 
eighteen hundred and fifty-three and amendments thereto^ and whose 
original articles of association and amendments are filed in the office of 
the Secretary of State, copies of such articles of association or amend- 
ments, duly authenticated by the Secretary of State under the seal of the 
State, shall be received in all courts of this State as prima facie evidence 
of the things therein stated." The following is a blank form of articles 
of association: 



'AKTICLES OF ASSOCIATION OF. 



" We, the undersigned, desiring to become incorporated under the pro- 
visions of Act No. 232, of the Public Acts of 1903, entitled ' An act to re- 
vise and consolidate the laws providing for the incorporation of manu- 
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factaring and mercantile companies, or usy union of the two, and for the 
incorporation of companies for carrying on any other lawful business, 
except such as are precluded from organization under this act by its ex- 
press provisions, and to prescribe the powers and to fix the duties and 
liabilities of such corporations,' and the acts amendatory thereof and sup- 
plementary thereto, do hereby make, execute and adopt the following 
articles of association, to wit: 

1. The name assumed by this association, and by which it shall be 
known in law, is 

2. The purpose or purposes of this corporation are as fol- 
lows: 

3. The principal place at which operations are to be conducted is at 
, in the county of , State of 

4. The capital stock of the corporaticm hereby organized is the sum 
of dollars. 

5. The number of shares into which the capital stock is divided is 
, of the par value of dollars each. 

6. The amount of capital stock subscribed is the sum of 

dollars. 

7. The amount of said stock actually paid in at the date hereof is the 

sum of dollars, of which amount dollars 

has been paid in cash, and dollars has been paid in other 

property, an itemized statement of which, with the valuation at which 
each item is taken, is as follows, viz : 

8w The office in the State of Michigan for the transaction of business 
shall be kept at 

9l The term of existence of this corporation is fixed at 

years from the date hereof. 

10. The names of the stockholders, their respective residences and 
the number of shares of stock subscribed for by each are as follows : 
Names. Residences. No. of Shares. 



In witness whbrbof, we, the parties hereby associating for the pur- 
pose of giving legal effect to these articles, hereunto sign our names, this 

day of , A. D. ip 

Names. Names. 



State of Michigan, County of , ss. 

On this day of , 19 before me, a 

in and for said county, personally appeared , 

known to me to be the persons named in, and who executed the foregoing 

249 

Digitized by VjOOQIC 



Accountancy Problems and Solutions, 

instrument, and severally acknowledged that they executed the same fredy 
and for the intents and purposes therein mentioned. 



My commission expires 19 

State of Michigan, County of , ss. 

and being duly sworn, do depose 

and say that they are three of the organizers of the Com- 
pany, whose articles of association are hereto attached; that they know 
the property described in Art. 7 of such articles of association and taken 
in payment for capital stock, and that the same has been actually trans- 
ferred to such corporation, and further say that said property is of the 
actual value of dollars. And further say not 



Subscribed and sworn to before me this day of 

A. D. 19 

My commission expires 

(d) Three or more incorporators may form a corporation in Michigan. 

(e) The minimum is $1,000 and the maximum is $25,ooo^ooa (Act No. 
232, Public Acts 1903, Sec. 2, par. 4.) 

(f) Dissolution may be effected only by application to the courts. 

(g) Corporate charters may be dissolved for entering illegal combines 
or trusts, for attempting to act as a corporation when not legally or- 
ganized and for mis-user or non-user of corporate powers. (Compiled 
Laws, 1897, Sees. 8618, 8657, 9354in.) 

21. Name two circumstances under which a director of a corpora- 
tion organized in Maryland under the general corporation law of the 
State would be held personally liable for debts of a corporation. To what 
extent would he be liable? 

Answer, Chapter 240 of the Laws of 1908, Section 50, of the Laws of 
Maryland, provides: 

"If the trustees, managers or directors of any such corporation shall 
declare and pay any dividend when the corporation is insolvent, or any 
dividend the payment of which would render it insolvent, or would di- 
minish the amount of the capital stock, they shall be jointly and severally 
liable to the extent of the dividends so declared and paid for all the debts 
of the corporation then existing, and also for all that shall thereafter be 
contracted, while they shall respectively continue in office, even although 
the whole amount of the capital of said corporation has been paid in. 

"No loan of money shall be made by any corporation to any stock- 
holders or directors therein, and if any such loan shall be made, the oflker 
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or officers or directors who shall make it or assent thereto shall be jointly 
and severally liable for all the debts of said corporation to the extent of 
the loss that may result from such loan; but this does not apply to any 
building or homestead association, or any corportion whose principal 
business under its charter is to loan money on real or personal property, 
or to any corporation receiving and authorized to receive money on de- 
posit, or to any life insurance company lending money to any of its policy- 
holders or their policies." 

22. A corporation that had two issues of bonds outstanding namely, 
first mortgage bonds dated 1890, and second mortgage bonds dated 1900, 
acquired the property of a competitive corporation subject to its first 
mortgage bonds dated 1902. The first corporation thereafter issued con- 
solidated mortgage bonds dated 1906, covering all its properties, and 
retired its first mortgage bonds dated 1890. State the order of precedence 
of the three outstanding mortgages in case of liquidation, giving the 
position of each property as regards the several outstanding mortgages. 

Answer. The holders of the bonds of 1902 have a priority of claim in 
the property of the competitive corporation. After they have been paid 
out of the property of that corporation the holders of the consolidated 
mortgage bonds of 1906 are entitled to payment from that property. 
Although the question does not state definitely the terms of the mortgage 
of 1906, it is inferred that it was a refunding mortgage to a certain extent 
and that the bonds dated 1890 were retired by exchange for the bonds of 
1906, or the proceeds of those bonds, and in that event, the bonds of 1906 
have a prior claim to the other property equal to the claim of the first 
bonds of 1890. The holders of the second mortgage bonds dated 1900, 
therefore, have a second claim on the property of the original corporation 
only. Seymour Thompson in the second edition of his authoritative work 
on corporations at Section 2263, says: "Where, under authority for 
reftmding, old bonds are exchanged for new ones, and where, in the mean- 
time, a second mortgage has been placed on the property, in such a case 
the new bonds exchanged for the old ones will be advanced to the security 
of the original mortgage, and will be entitled to priority over the second 
mortgage." (See also U. S. Rubber Co., vs. American, etc., Co. 181 
U. S. 434.) 

23. When persons associate themselves together as a corporation 
and the incorporation is defective or incomplete, what is their position as 
against the creditors of the corporation? 

Answer. The liability of members of a defective corporation will not 
differ from that of members of a complete corporation if the elements 
of a " de facto " corporation are present. These elements are : 

1. A general law under which the corporation could be legally formed 

2. A bona fide attempt to comply with the provisions of that law. 

3. User of corporate powers. 
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If any of these elements are not present the members will be liable as 
partners. In some states the doctrine of " di facto" corporations is not 
recognized. (See question No. 17.) 

24. Describe the following stocks and securities issued by corpora- 
tions; state the assets securing them and their order of preference in the 
liquidation of a corporation: (a) preferred stock, (b) collateral trust 
bonds, (c) first mortgage bonds, (d) coupon notes, (e) consolidated mort- 
gage bonds. 

Answer, (a) The following definition and description of preferred 
stock is taken from Professor William H. Lough's "G)rporation 
Finance " : 

" In most corporations all the stock is of one class and each share has 
an equal right to its proportion of the assets and earnings. Such stock is 
called ' common ' because no share has any privileges which do not attach 
to all the other shares. In general, common stock may be defined as 
stock which does not possess any special or peculiar rights. 

Other corporations, however, set aside certain amounts of stock in a 
separate class and grant to this class specific privileges. Such stock is 
called preferred. The usual preference consists in giving a fixed dividend 
to the stock preferred before any payment whatever is made to the com- 
mon stodc. This dividend may be ' cumulative ' ; that is, if profits are not 
enough to pay it in full in one or more years, the unpaid portion remains 
as a claim against earnings that must be settled before any payment is 
made to the common stock. Or it may be 'non-cumulative'; that is, if 
profits of preceding years are insufficient to cover die preferred stock 
dividend, the unpaid portion is wholly lost to the preferred stockholders, 
no matter how large the earnings in succeeding years may be. Let it be 
kept clearly in mind, however, that preference as to dividends is merely 
the usual, not the universal, privilege given to preferred stock. When 
the single statement that stock is 'preferred' is made, it is necessary to 
consult the charter and by-laws of the corporation in order to be sure as to 
the exact nature of the preference. 

The stock may be preferred as to assets, as well as to dividends, or as 
to both. Futhermore, cumulative preferred stock may get a fixed dividend, 
and no more, which is the customary arrangement; it may get a fixed 
dividend and then, after the common stock has secured a fixed dividend, 
all the rest of the earnings may be divided equally between the two stocks, 
which the arrangement presumed by law, unless an expressed stipulation 
to the contrary is contained in either the charter or by-laws; or it may 
get a fixed dividend and the common stock a fixed dividend, and all the 
rest of the earnings may then go to the preferred stock, which is a very 
unusual arrangement" 

(b) The following definition and description of collateral trust bonds is 
also taken from Professor Lough's, ''Corporation Finance": 

"With the growth of large holding companies a modified form of 
mortgage bond has come to be widely used. It is called a ' collateral 
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trust' bond because it is based on the securities of other companies owned 
by the bond-issuing corporation and deposited with a trustee as collateral 
security for the bondholders. The securities are covered by a deed of 
trust just as in the case of real property offered as security. The securi- 
ties may consist either of stocks or of bonds of subsidiary companies or 
of a combination of both. 

It would seem at first sight that a coUatemal trust bond would not be 
worth much, especially when the collateral consists of stock. In such a case 
the collateral trust bond would be junior by several degrees to all underly- 
ing bonds of the subsidiary companies. In case any of the subsidiary com- 
panies go into bankruptcy and force the holding company to default, all 
that the trustee for the collateral trust bondholders can do is to take the 
stock posted as collateral. When he gets the stock he still is a long 
distance from having tangible property widi which to satisfy the demands 
of the bondholders. Even when the collateral consists of bonds they are 
usually junior issues, and the collateral trust bondholders in case of 
default are very uncertain as to getting possession of real property." 

(c) First mortgage bonds are those secured by a first mortgage on any 
given tangible property of a corporatioa The mortgage is usually made 
out to a trustee or trustees who holds the mortgage deed of trust for the 
benefit of all the holders of bonds of the same series. 

(d) The term " coupon notes ** as used in this question probably refers 
to short time notes the interest on which is evidenced by coupons attached 
to the note. 

(3) The term "consolidated" as applied to mortgage bonds usually 
indicates that they are underlying mortgages on specific parcels of property, 
which mortgages are usually to be taken up by an exchange of the bonds 
in the consolidated securities for the bonds secured by the underlying 
mortgage. Reference in every case should be made to the terms of the 
mortgage, for the consolidated mortgage bonds of one company may be 
so worded as to be so different in their nature and their rights to priority 
from the consolidated mortgage bonds of another company. It was held 
in the case of Caylus vs. N. Y. K. & S. R. C, 10 Hun. 295, that the word 
"consolidated" in a bond is sufficient to put the holder on inquiry as to 
whsLi the real nature of the bonds are. 

Upon liquidation of a corporation, the holders of the first mortgage 
bonds have the first preference. The holders of consolidated mortgage bonds 
are usually given whatever preference the bondholders had whose bonds 
have been taken up in exchange for the consolidated mortgage bonds. 
The holders of collateral trust bonds have a first lien on the collateral by 
which they are secured. The holders of coupon notes are in the position 
of unsecured creditors and have no lien upon the assets of the corporation. 
If the preferred stock is preferred as to assets, after all debts have been 
paid, they receive their share of the assets up to the par value of their 
stock before the common stock is entitled to participate. (See answer to 
question 22). 
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2$. State the procedure in New York State by which public service 
corporations may issue bonds. 

Answer. The Stodc Corporation Law of New York, Section 6, pro- 
vides in part as follows: 

''In addition to the powers conferred by the general corporation law, 
every stock corporation shall have the power to borrow money and con- 
tract debts, when necessary for the transaction of its business, or for the 
exercise of its corporate rights, privileges or franchises, or for any other 
lawful purpose of its incorporation; and it may issue and dispose of its 
obligations for any amount so borrowed, and may mortgage its property 
and franchises to secure the payment of such obligations, or of any debt 
contracted for said purposes. Every such mortgage, except purchase- 
money mortgages and mortgages authorized by contracts made prior to 
May first, eighteen hundred and ninety-one, shall be consented to by the 
holders of not less than two-thirds of the capital stock of the corporation, 
which consenf shall be given either in writing or by vote, at a special 
meeting of the stockholders called for that purpose, upon the same notice 
as that required for the annual meetings of the corporation, and a certifi- 
cate under the seal of the corporation that such consent was given by the 
stockholders in writing, or that it was given by a vote at a meeting as 
aforesaid, shall be subscribed and acknowledged by the president or a vice- 
president, and by the secretary or an assistant secretary, of the corporation, 
and shall be filed and recorded in the office of the clerk or register of the 
county wherein the corporation has its principal place of business/' 

The issuing of bonds by certain kinds of public service corporation^ is 
governed by the Public Service Law (Sections 55 and 69). Thus, railroad, 
gas and electrical corporations proposing to issue bonds, notes or other 
evidences of indebtedness payable at periods of more than twelve months 
after date thereof must first obtain from the Public Service Conunission 
an order authorizing such issue. Telephone, telegraph, navigation, ferry, 
stage coach, tramway, pipe line and water works corporations are not 
subject to the provisions of the Public Service Law. 

26. The president of a company holds office for five years and renders 
considerable active service without asking for or receiving com- 
pensatioa A new management takes possession of the affairs of the com- 
pany and elects a new president The former president claims that he 
is entitled to an allowance for salary. Would an action for compensation 
for the services be sustained? Give reasons. 

Answer. The president of a corporation is not entitled to compensa- 
tion unless: 

a. There was a valid antecedent agreement contained in the by-laws 
or otherwise. 

b. A contract to which his own vote was not essential so provided. 

c. The services rendered were clearly outside the scope of his official 
duties. 
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27. Define a corporation. Who may dissolve it and under what 
conditions? 

Answer. (See questions i and 19. In the answer to question 19 the 
two methods of voluntary dissolution were considered.) Section 102 of 
the General G>rporation Law provides for the involuntary dissolution of 
corporations as follows: 

" In either of the following cases, an action to procure a judgment, dis- 
solving a corportion, created by or under the laws of the State, and for- 
feiting its corporate rights, privileges and franchises, may be maintained, 
as prescribed in the next section : 

1. Where the corporation has remained insolvent for at least one 
year. 

2. Where it has neglected or refused, for at least one year, to pay 
and discharge its notes or other evidences of debt. 

3. Where it has suspended its ordinary and lawful business for at 
least one year. 

4. If it has banking powers, or power to make loans on pledges or 
deposits, or to make insurances, where it becomes insolvent or unable to 
pay its debts, or has violated any provision of the act, by or under which 
it was incorporated or of any other act binding upon it. 

An action specified in the last section may be maintained by the attor- 
ney-general in the name and in behalf of the people. And whenever a 
creditor or stockholder of any corporation submits to the attorney-general 
a written statement of facts, verified by oath, showing grounds for an 
action under the provisions of the last section, and the attorney-general 
omits, for sixty days after this submission, to commence an action speci- 
fied in the last section, then, and not otherwise, such creditor or stock- 
holder may apply to the proper court for leave to commence such an 
action, and on obtaining leave may maintain the same accordingly." 

aSw If the stock of a company is transferred before it is fully paid 
for, will the original stockholder be liable for the unpaid balance? Ex- 
plain fully. 

Answer. Sections 56 and 59 of the Stock G>rportion Law provide for 
the liability of stockholders. A holder of stock is personally liable to 
creditors of the corporation to an amount equal to the amount unpaid on 
his stock for debts of the corporation contracted while such stock was 
held by him. Such liability cannot be enforced until judgment for the 
debt has been recovered against the corporation, and execution has been 
returned unsatisfied in whole or in part, and the amount due on such exe- 
cution is the amount recoverable with costs against the stockholder. 
Stockholders are not personally liable for any debt of the corporation not 
payable within two years of the time it i$ contracted, nor unless an action 
for its collection shall be brought against the corporation within two 
years after the debt becomes due. No action shall be brought against the 
stockholder after two years from the time he ceased to be a stockholder. 
Stockholders may be held personally liable for debts owing to laborers, 
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servants and employees of the corporation if served with written notice 
by such person within thirty days after they have ceased serving the cor- 
poration. 

29. (a) In what proportion to the actual paid-up capital of a Michigan 
corporation may preferred stock be issued? (b) What must be expressed 
on the face of preferred stock certificates as regards their redemption, etc? 
(c) When cumulative dividends are permitted, what is the maximum rate 
per cent per annum? (d) Does the preferred stock vote the same as the 
common stock? (e) Under what conditions would preferred stock have 
equal rights with the common stock in the control of a corporation? 
(f) Is the transfer upon the hooks of a corporation necessary to complete 
the assignee's ownership of a stock certificate? Explain fully. 

Anszoer. (a) The preferred stock of a Michigan corporatkm shall at 
no time exceed two-thirds of the actual paid-in capital. (Act No. 232, 
PabUc Acts 1903, Sec 35.) 

(b) Section 35 of Act No. 232, Public Acts 1903, provides : 

"Any such company shall have power to create and issue certificates 
for two kinds of stock, viz.: General or common stock, and preferred 
stock, which preferred stock shall at no time exceed two-thirds of the 
actual capital paid in, and shall be subject to redemption at par at a cer- 
tain time to be fixed by the by-laws of said corporation, and to be ex- 
pressed in die certificates therefor. And the holder of sudi preferred 
stock shall be entitled to a fixed dividend, payable quarterly, half-yearly 
or yearly, which said dividend shall be cumulative, payable at the time 
expressed in said certificate, not to exceed eight per cent per annum, be- 
fore any dividend shall be set apart or paid on the common stock. In no 
event shall die holder of such preferred stock be individually or per- 
sonally liable for the debts or other liabilities of said corporation, except- 
ing debts for labor. Said corporation shall be controlled by a board of 
directors elected by the preferred and common stockholders, excepting 
* when otherwise provided in the articles of association or amendments 
thereto; provided always, if at any time upon a fair valuation of the 
assets of the corporation the common stock shall be impaired in an amount 
equal to ten per cent, thereof or any dividend due on the preferred stock 
shall remain unpaid for sixty days, the holders of the preferred stock 
shall have an equal right with the common stodc, share and share alike, 
to participate in the election of directors and control of said corporation, 
[f for any reason said corporation shall cease business or become insol- 
vent then after the payment of all liabilities and debts the remainder of 
the assets of said corporation shall be applied first in payment in full of 
all preferred stock and then unpaid dividends due thereon, and die bal- 
ance divided pro rata, share and share alike, among the holders of the 
common stock. Every corporation organized or existing under the pro- 
visions of this act may by a vote of three-fourths in interest of its cap- 
ital stock amend its articles of association providing for the issue of pre- 
ferred and common stock, in accordance with this section, in die 
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manner and with the same e£Fect as is now provided by Section 17 of this 
act relating to amending articles of association." 

(c) See answer to (b) above. 

(d) See answer to (b) above. 

(e) See answer to (b) above. 

(f) The assignee's title and rights become complete upon delivery of 
the certificate with a proper endorsement of assignment thereon. (Mc- 
Lean vs. Medicine Co., 96 Mich. 479.) 

3a In respect to Illinois Corporation Law: (a) How many in^ 
corporators are required? If any exceptions, name them, (b) What is 
the limit of time for which incorporations can be had? (c) How soon 
after incorporation must a corporation organize and begin business? 

Ansxver. (a) Any number of persons, not less than three nor more 
than seven may form a corporation in Illinois. 

(b) The duration of a corporation may be for any period not longer 
than ninety-nine years, as the statement or application may provide. (Gen- 
eral Corporation Laws, Sec. 2.) 

(c) Upon the recording of the certification of complete organization of 
the corporation, the corporation shall be deemed fully organized and may 
proceed to business. Unless such company shall be organized and shall 
proceed to business as provided in this act, within two years after the 
date of such license, then such license shall be deemed revoked and all 
proceedings thereunder void. (General Corporation Laws, Sec. 4.) 

31. Can a corporation legally purchase or otherwise become pos- 
sessed of its own capital stock? Do the admissions of a stockholder or a 
director legally bind a corporation? Under what authority can a cor- 
poration issue a mortgage upon its own property? 

(a) There is no staturory provision authorizing a corporation to pur- 
chase its own shares. The courts of the various jurisdictions in America 
are not agreed on this point, but the weight of authority holds that a 
corporation may without express statutory authority purchase its own 
shares, provided the purchase is entered into bona Ude and does not en- 
danger the claims of creditors. (Chicago, etc., R. R. Co. vs. Marseilles, 
84 lU. 145.) 

(b) No. If a director acting within the scope of his duties as director, 
however, makes an admission, it will bind the company. 

(c) There is no provision in the statutes of Illinois respecting the au- 
thority for executing a corporate mortgage. The directors, therefore, 
have that authority. 

32. On whom does loss legally rest in case of a forged certificate of 
the capital stock of a corporation? 

Answer. This question probably refers to over-issued and spurious 
stock which is void. The holder may sue the corporation and the officers 
who were interested in the issue of the said stock for damages, and may 
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join them in one action or sue them separately. If the stock is purchased 
from an officer who appears to be interested in the transaction, the re- 
ceiver of the stock will be bound to inquire into the authority of the offi- 
cer for issuing the stock. The person damaged will have to prove, of 
course, that he had no notice of the fraud involved in the transaction. In 
the absence of fraud, the vendor of a forged certificate cannot be held by 
the vendee. (See Cook on G>rporations, Sections 291-8.) 

33. What is a joint stock company? In what ways can it be com- 
pared with (a) a partnership, (b) an incorporated company? 

Answer. The Cyclopedia of Law and Procedure defines a joint stock 
company as follows: "A joint stock company is an association of indi- 
viduals for purposes of profit, possessing a common capital contributed 
by the members composing it, such capital being commonly divided into 
the shares, of which each member possesses one or more, and which are 
transferable by the owner." (For a history of joint stock companies, see 
5 Albany Law Journal 19.) 

The distinction between a joint stock company and a partnership, and 
between a joint stock company and an incorporated company, is indicated 
in answer to question 11. 

34. Define treasury stock. What effect has the term " fully paid 
and non-assessable," written upon a stock certificate, in respect to the 
liability of stockholders to creditors of the company? Explain. 

Answer. Treasury stock is sometimes used to indicate stock which has 
not been issued, but the weight of authority is to the effect that treasury 
stock is stock which has been issued and finds its way back to the treasury 
of the company through purchase, gift, forfeiture or otherwise. 

For the answer to the second part of this question, see answer to ques- 
tion 7. 

35. What is corporate stock, and how does it differ from bonds 
issued by a corporation? 

Answer. By corporate stock is meant the undivided shares of interest 
which the stockholders have in the corporation. It represents ownership 
in the corporate property and the right to participate in the contrc^ of the 
corporation, but it does not attach to any particular part of the corporate 
property and represents such rights only as the law gives to stockholders. 
On the other hand, a bond is an evidence of indebtedness, and may be 
secured by a mortgage, in which event it is called a mortgage bond, or 
may be unsecured, in which case it is called a debenture. 

56. By whom are the directors of a corporation usualy selected, and 
by whom are its officers generally chosen? 

Answer, The directors of a corporation are elected by the stock- 
holders. In some States, as, for example, New York and Pennsylvania, 
the directors for the first year are named in the certificate of incorporation. 

The officers of a corporation are usually elected by the directors. 
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37. State generally who is entitled to file a bill to compel the offi- 
cers and directors of a corporation to account for any breach of duty or 
breach of trust. 

Answer, In general, a bill may be filed by a stockholder of a corpora- 
tion to prevent a breach of duty or of trust, and the stockholders' rights 
in this respect are not affected by the amount of his holdings. A bill may 
be filed for the same purpose by a director to remedy the breaches of his 
co-directors. 

Creditors are not usually given any right to interfere in the manage- 
ment of a corporation until they have reduced their debt to judgment and 
had an execution return unsatisfied. "The creditors of a corporation 
have no right, either at law or equity, merely because they are creditors, 
to interfere in the management, or to go into a court of equity to restrain 
it from making contracts or disposing of property, unless there is fraud 
or breach of trust to give the court of equity jurisdiction." (" Summary 
of Law of Private Corporations," by Leslie J. Tompkins.) 

38. (a) What is a corporation? (b) What is a charter of a cor- 
poration? (c) Distinguish between a public corporation and a private 
corporation, (d) How is a corporation organized? (e) Through whom 
does a corporation act in transacting its business? 

Answer, (a) See answer to question (i). 

(b) In the days when corporations were formed by special act, the 
charter of a corporation was the legislative act which authorized certain 
persons to conduct their business as a corporation and which prescribed 
the manner in which the business was to be conducted and the corpora- 
tion was to be managed. At the present time, the charter of a corpora- 
tion usually consists of the certificate of incorporation, filed with the Sec- 
retary of State, together with the general corporation laws under which 
the corporation was formed, and the provisions of which apply to the 
management of the affairs of the corporation. 

(c) See answer to question 13. 

(d) A corporation is formed in Ohio by not less than five persons, the 
majority of whom must be citizens of the State. A certificate of incor- 
poration must be subscribed and acknowledged by them and the official 
character of the officer taking the acknowledgment of the articles must 
be certified to by the clerk of the Court of Common Pleas of the county 
where the acknowledgment is taken. The articles are then filed and re- 
corded with the Secretary of State, who issues a certified copy of the 
same. After the articles have been filed, the incorporators meet and fix 
the time and place for opening the books of subscription. Notice of this 
meeting must be inserted for thirty days in a newspaper published or of 
general circulation in the county or counties where the books are to be 
opened, but such notice may be waived by written agreement of all the 
incorporators entered on the corporate records. At the appointed time 
and place or places the subscription books may be opened. When ten per 
cent, of the capital stock has been subscribed, a majority of the incorpo- 
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rators may certify to that effect in writing to the Secretary of State. 
Thereupon a meeting of stockholders is called on thirty days' notice pub- 
lished as aforesaid for the purpose of electing directors. This notice may 
be waived by written consent of all the incorporators entered on the rec- 
ords in person or by proxy. The incorporators present at the first meet- 
ing of stockholders act as inspectors of election and appoint the time and 
place for the first directors' meeting. At the first meeting of directors 
the officers are elected and the organization is completed. 

(e) A corporation transacts its business through the Board of Direc- 
tors. The powers of the Board of Directors, in most States, may be dele- 
gated to an executiye conunittee made up of members of the board. 

39. (a) What is cumulative preferred stock? Wherein does it 
differ from non-cumulative stock? (b) What are a stockholder's rights 
with respect to the books of a corporation? (c) Under what theory is 
a corporation stockholder liable to creditors for unpaid subscriptions to 
corporation stock? (d) Out of what funds may dividends be paid? (e) 
If dividends are not paid in accordance with your answer to the preced- 
ing question, have the creditors of the corporation any action against the 
company or its stockholders? 

Answer, (a) See answer to question 24. 

(b) The General G>de of Ohio, Section 8673. provides : " The directors 
of such corporation, when organized, shall keep a record of all stock sub- 
scribed and transferred, and its secretary or recording officer shall reg- 
ister all subscriptions and transfers of stock. For that purpose, a book 
shall be kept, and when a certificate of stock is assigned and delivered by 
a stockholder, the assignee thereof on demand may have it duly trans- 
ferred therein by such officer, who at the time shall enroll also the name 
of the assignee as a stockholder. The books and records of such cor- 
poration, at all reasonable times, shall be open to the inspection of every 
stockholder." 

(c) The liability of a stockholder to the corporation for unpaid sub- 
scriptions rests on the theory that a contract has been made with the cor- 
poration which must be carried out. This contract becomes an asset of 
the corporation, which may be reached like all other assets by the judg- 
ment creditor. 

(d) Dividends are paid out of surplus profits. In order to ascertain 
the surplus profits from which a dividend may be made, the Ohio statutes 
provide that in the account of profit and loss there shall be charged and 
deducted from the actual profits: "(i) All ordinary and extraordinary 
expenses, paid or incurred, in managing the affairs and transacting the 
business of the corporation. (2) Interest paid, or then due or accroing, 
on debts it owes. (3) All losses of the corporation. In computing its 
losses, debts owing to it which have been due without prosecution, or in- 
terest paid thereon, for more than one year, or upon which judgment 
was recovered, but has been more than two years unsatisfied, and 00 
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which also for that period no interest was paid, shall be included." (Gen- 
eral Code of 1910, Section 8726.) 

(e) Section 8728, of the General Code of 1910, provides : 
" Every director of such a corporation who violates, or is concerned in 
violating, any provision of the next four preceding sections shall be per- 
sonally liable to its creditors and stockholders for any loss which thereby 
they respectively sustain." 

4a (a) What is the minimuni amount of capital necessary for a 
business corporation formed under the statute? (b) How many persons 
are necessary to form a corporation in New York? (c) How are direc- 
tors diosen? (d) Define municipal corporation, stock corporation, (e) 
Is a corporation liable to forfeiture of its charter for non-user? H so, 
in what case? 

Answer, (a) Five hundred dollars, (b) Three or more persons, (c) 
The directors for the first year are named in the certificate of incorpora- 
tion. Thereafter they are chosen by the stockholders at a time and place 
fixed by the bx-laws of the corporation. A choice is made by the plu- 
rality of the votes cast at the election. Cumulative voting may be insisted 
upon only when the certificate of incorporation so provides. 

(d) A municipal corporation includes a county, town, school district, 
village and city, and any other territorial division of the State established 
by law with powers of local government. 

The statute defines a stock corporation as a corporation having a cap- 
ital stock divided into shares and which is authorized by law to distribute 
to the holders thereof dividends or shares of the surplus profits of the 
corporation. A corporation is not a stock corporation because of having 
issued certificates, called certificates of stock, but which are in fact merely 
certificates of membership, and which is not authorized by law to dis- 
tribute to its members any dividends or share of profits arising from the 
operations of the corporation. 

(e) Section 36 of the General Corporation Law of New York pro- 
vides in effect that if any corporation, except certain forms of public 
service corporations, shall not organize and commence the transaction of 
its business or undertake the discharge of its corporate duties within two 
years from the date of its incorporation, its corporate powers shall cease. 
Section 131 of the General Corporation Law provides that the attorney- 
general may bring an action vacating the charter and annuling the ex- 
istence of a corporation upon the ground that it has forfeited its priv- 
ileges or franchises by a failure to exercise its powers. 

41. (a) Has the treasurer of a corporation, as such officer, any 
authority to bind the corporation by a contract for work, labor and serv- 
ices? (b) Can the stockholders of a business corporation lawfully au- 
thorize a transfer of its entire property to another corporation in 
exchange for the stock of the latter? Explain. 
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Answer, (a) The treasurer of a corporation, as such officer, has no 
authority to bind the corporation by a contract for work, labor or services 
unless otherwise provided for in the by-laws. 

(b) Section i6 of the Stock Corporation Law provides: 
"A stock corporation, except a railroad corporation, and except as 
otherwise provided by law, with the consent of two-thirds of its stock, 
may sell and convey its property, rights, privileges and franchises, or any 
interest therein, or any part thereof, to a domestic corporation engaged in 
a business of the same general character, or which might be included in 
the certificate of incorporation of a corporation organizing under any 
general law of this State for a business of the same general diaracter, 
and a domestic corporation, the principal business of which is carried on 
in, and the principal tangible property of which is located within, a State 
adjoining the State of New York, may, with the consent of the holders 
of ninety-five per centum of its capital stock, sell and convey its property 
situate without the State of New York, not including its franchises, to a 
corporation organized under the laws of such adjoining State, and such 
sale and conveyance shall, in case of a sale to a domestic corporation, 
vest the rights, property and franchises thereby transferred, and in case 
of a sale to a foreign corporation, the property sold in the corporation to 
which they are conveyed for the term of its corporate existence, subject 
to the provisions and restrictions applicable to the corporation conveying 
them. Before such sale or conveyance shall be made, such consent shall 
be obtained at a meeting of the stockholders called upon like notice as 
that required for an annual meeting." 

42. (a) Where in New York must a corporation file the annual 
report required by law? (b) What must this report contain? (c) What 
remedy has a director when the annual report, despite his protest, has not 
been filed? (d) What is the penalty for failure to file an annual report? 
Answer, (a), (b) and (d) These questions are answered by Section 
34 of the Stock Corporation Law, which provides as follows: 

" Every domestic stock corporation and every foreign corporation doing 
business within this State, except monied and railroad corporations, shaU 
annually, during the month of January, or, if doing business without the 
United States, before the first day of May, make a report as of the first 
day of January, which will state : 

(i.) The amount of its capital stock and the proportion actually 
issued. 
(2.) The amount of its debts or an amount which they do not exceed. 
(3.) The amount of its assets or an amount which its assets at least 
eqtial. 

(4.) The names and addresses of all the directors and officers of the 
company, and in the case of a foreign corporation, the name also of the 
person designated in the manner prescribed by the Code of Civil Pro- 
cedure as a person upon whom process against the corporation may be 
served within this State. 
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Such report shall be made by the president, or a vice-president, or the 
treasurer or a secretary of the corporation, and shall be filed in the office 
of the Secretary of State. If such report be not so made and filed, any 
such officer who shall thereafter neglect or refuse to make and to file 
such report within ten days after the written request so to do shall have 
been made by a creditor or by a stockholder of the corporation shall for- 
feit to the people the sum of fifty dollars for every day he shall so neglect 
or refuse.** 

(c) This question probably refers to Chapter 564 of the Laws of New 
York of 1890, which provided that if such report were not made and filed 
all the directors of the corporation would jointly and severally be person- 
ally liable for all debts of the corporation then existing and for all con- 
tracted before such report should have been made. The law read on this 
point as follows : 

" If such report is not made and filed, all the directors of the corpora- 
tion shall jointly and severally be personally liable for all the debts of the 
corporation then existing and for all contracted before such report shall 
be made. No director shall be liable for the failure to make and file such 
report if he shall file with the Secretary of State, within thirty days after 
the first day of January, or the first day of April, as the case may be, a 
verified certificate stating that he has endeavored to have such report 
made and filed, but that the officers or a majority of the directors have 
refused and neglected to make and file the same, and shall append to such 
certificate a report containing the items required to be stated in such an- 
nual report, so far as they are within his knowledge or are obtainable 
from sources of information open to him and verified by him to be true 
to the best of his knowledge, information and belief." 

These harsh provisions, however, have been repealed, and the law now 
stands as quoted above in answer to questions (a), (b) and (d). 

43. (a) To what amount may a stockholder in a business cor- 
poration be held liable personally when sued on his stockholder's liabil- 
ity? (b) Must two or more corporations wishing to consolidate into one 
be engaged in the same kind of business? (c) How would such a con- 
solidation affect the rights of previous creditors of the constituent corpo- 
rations? (d) After the voluntary dissolution (under the statute) of a 
business corporation, what would be the status of a director thereof, re- 
specting claims in favor of or against such corporation? 

Answer, (a) This question is answered by Sections 56, 57, 58 and 59 
of the Stock Corporation Law, which are as follows : 

" Ever)' holder of capital stock not fully paid, in any stock corporation, 
shall be personally liable to its creditors to an amount equal to the amount 
unpaid on the stock held by him for debts of the corporation contracted 
while such stock was held by him. As to existing corporations, the liability 
imposed by this section shall be in lieu of the liability imposed upon 
stockholders of any existing corporation, under any general or special 
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law, excepting laws relating to monied corporations and corporations and 
associations for banking purposes, on accotuit of any indebtedness here- 
after contracted, or any stock hereafter issued; but nothing in this sec- 
tion contained shall create or increase any liability of stockholders of any 
existing corporation under any general or special law. 

The stockholders of every stock corporation shall jointly and ser- 
erally be personally liable for all debts due and owing to any of its labor* 
ers, servants or employees, other than contractors, for services per- 
formed t^ them for such corporation. Before such laborer, servant or 
employee shall charge such stockholder for such services, he shall give 
htm notice in writing within thirty days after the termination of such 
services that he intends to hold him liable, and shall commence an action 
therefor within thirty days after the return of an execution unsatisfied 
against the corporation upon a judgment recovered against it for services. 

No person holding stock in any corporation as collateral security, or 
as executor, administrator, guardian or trustee, unless he shall have vol- 
untarily invested the trust funds in such stock, shall be personally sub- 
ject to liability as a stockholder; but the person pledging such stock shall 
be considered the holder thereof, and shall be liable as stockholder, and 
the estates and funds in the bands of such executor, administrator, 
guardian or trustee shall be liable in the like manner and to the same 
extent as the testator or intestate, or the ward or person interested in 
such trust fund would have been if he had been living and competent to 
act, and held the same stock in his own name, unless it appears that such 
executor, administrator, guardian or trustee voluntarily invested the trust 
funds in such stocks, in which case he shall be personally liable as a 
stockholder. 

No action shall be brought against a stockholder for any debt of the 
corporation until judgment therefor has been recovered against the cor- 
poration and an execution thereon has been returned unsatisfied in whole 
or in part» and the amount due on such execution shall be the amount 
recoverable, with costs, against the stockholder. No stockholder shall 
be personally liable for any debt of the corporation not payable within 
two years from the time it is contracted, nor unless an action for its col- 
lection shall be brought against the corporation within two years after the 
debt becomes due; and no action shall be brought against a stockholder 
after he shall have ceased to be a stockholder for any debt of the corpora- 
tion unless brought within two years from the time he shall have ceased 
to be a stockholder." 

(b) Under Section 15 of the Stock G>rporation Law and Section 7 of 
the Business Corporation Law it is provided that corporations may merge 
or consolidate only when they are engaged in business of a similar nature. 

(c) This question is answered by Section 10 of the Business Corpora- 
tion Law, which provides as follows : 

''Upon the consummation of such act of consolidation, all the rights, 
privileges, franchises, and interests of each of the corporations, parties to 
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the saoM, and aU the property, real, personal, and mixed, atid all the debts 
due on whatever account to either of them, as well as all stock subscr^ 
ticsis and other things in action belonging to either of them, shaU be taken 
and deeaied to be transferred to aod vested in such new corporation, 
without further act or deed ; and all claims^ demands, property, and every 
other interest shall be as effectually the property of the new corporation 
as they were of the former corporations, parties to such agreement and 
act; and the title to all real estate, taken by deed or otherwise, under the 
laws ol the State, vested in either of such corporations, parties to such 
agreement and act, shall not be deemed to revert or be in any way im- 
paired by reason of this chapter, or anything done by virtue thereof, but 
shall be vested in the new corporation by virtue of such act of consolida- 
tion; aod aU the rights, privileges, franchises and property of the cor- 
porations, parties to any consolidation heretofore made under this diap- 
ter, shall rest as fully in the new corporation thereby created as they were 
vested in the corporation, parties to such consolidations." 

(d) The answer to this question will be found in Section 35 of the 
General Corporation Law: 

"Upon the dissolution of any corporation, its directors, unless other 
persons shall be appointed by the legislature, or hy some court of com- 
petent jurisdiction, shall be the trustees of its creditors, stockholders, or 
members, and shall have full power to settle its affairs, collect and pay 
outstanding debts, and divide among the persons entitled thereto the 
money and other property remaining after payment of debts and neces- 
sary expenses. Such trustees shall have authority to sue for and recover 
the debts and property of the corporation, by their name as such trustees, 
and shall jointly and severally be personally liable to its creditors, stock- 
holders, or members, to the extent of its property and effects that shall 
come into their hands." 

44. In a certain stock corporation only 50% of the subscribed 
capital has been paid. A has paid all the installments called and has 
loaned to the company an additional sum, for which he has taken its 
promissory note, and has transferred the note to B. B demands payment. 
May the company call further installments on A's stock, and offset the 
amount so called against the promissory note held by B? Explain your 
answer. 

Answer. The point involved in this question is the right of the direc- 
tors to make calls on specific stodc without imposing some obligations on 
stock held by other subscribers. The law is well settled that calls on stock 
partially paid must be impartial and uniform. The directors in tiiis case, 
therefore, were not justified in making a call on A's stock, and the call, 
therefore, b void. 

45. Describe the Interstate Commerce Commission, giving its powers, 
State fully how it gets its constitutional rights of jurisdiction, and on 
what railroads it may exercise its powers. 
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Anstver, The Interstate Commerce Commission was formed under the 
Act of February 4, 1887, entitled " An Act to Regulate Commerce.'* The 
Commission has jurisdiction on complaint, and after full hearing to de- 
termine and prescribe reasonable rates, regulations and practices, and to 
order reparation to injured shippers; it may require any carrier to cease 
and desist from unjust discrimination, or undue or unreasonable prefer- 
ence, and it may institute and carry on proceedings for the enforcement 
of the law. The Commission may also inquire into the management of 
the business of all common carriers, subject to the provisions of the regu- 
lating statutes, and it may prescribe the accounts, records, and memoranda 
which shall be kept by the carriers and may from time to time inspect the 
same. Carriers must file annual reports with the Commission, and such 
other reports as from time to time may be required. These are the main 
powers conferred by the Act of 1887 and the Amendatory Acts. The Act 
applies to all common carriers engaged in interstate commerce, and by 
that is meant commerce with foreign countries, amongst the various States. 
or in the territories of the United States. The authority of Congpress to 
pass such an Act is based on Section 8 of the United States Constitution, 
which provides in part that ** Congress shall have power to regulate com- 
merce with foreign nations and among the several States, and with the 
Indian tribes." 

46. From what sources are dividends to be paid? Who is responsible, 
and to what extent, if dividends are improperly paid? May a dividend be 
legally declared if former losses have impaired the value of the stock? 

Answer. Dividends are declared from profits. The chief difficuhy in 
ascertaining the fund from which dividends are to be paid arises out of 
the confusion of ideas, judicial and otherwise, on the subject of the true 
definition of the word "profits." The above question is ambiguous, for 
it is difficult to know just what is meant by the word " stock." If the ex- 
aminer intended that word to be synon3rmous with " shares of capital 
stock," the answer to the third part of the question is that the value of 
the shares of the capital stock of a corporation has nothing to do with 
the right of the directors to declare a dividend. What is probably meant 
by the word " stock " is ** capital." In England, previous losses need not 
be made up, " since a corporation may sink its capital in the purchase of 
property producing income and divide that income without making pro- 
vision for keeping up the value of the capital, and the capital may be lost, 
but the excess of current receipts for current expenses may still be ap- 
plied in payment of a dividend." (10 Cyc. 553.) 

Cook says on this subject : " In estimating profits a year for the pur- 
pose of declaring a dividend, it is not necessary to take into account the 
decrease of the value of the assets and the impairment of the capital stock 
of the company prior to that year. The fact that in a year prior to the 
declaration of the dividend some portion of the capital has been lost and 
has not since been made good affords no ground for restraining the pay- 
ment of a dividend out of profits subsequently earned." Cook, however, 
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cites a number of English cases to sustain this proposition, twt gives not 
a single American citation. Probably the American law agrees with the 
New York statutory law, which provides that dividends must be paid 
out of "surplus profits." The following statement by Morawetz prob- 
ably expresses the prevailing American view: "The fund provided for 
carrying on the business should therefore be kept up at its original 
amount; and if it has been reduced by loss, no dividend should be de- 
clared until the losses have first been made good/' 

The general statutes of Florida provide : " If the directors shall know- 
ingly declare and pay any dividend when the corporation is insolvent, or 
any dividend the payment of which would render it insolvent, they shall 
be jointly and severally liable for the debts of the corporation then exist- 
ing to the extent of the dividends so declared. If, however, any director 
be absent at the time of making the dividend or shall at the time object 
thereto in writing, he shall not be so liable." (Section 2691.) This 
statute not only answers the second subdivision of the above question but 
indicates that the Florida statutory law in respect to the third subdivision 
agrees with the prevailing American view as above set forth. 

47. Can a corporation in Illinois, organized to build and operate a rail- 
way, carry on the business of keeping a dry goods store? Give reasons 
for your answer and give general principles applicable. 

Answer. Inasmuch as the business of keeping a dry goods store is not 
within the scope of the corporation's charter, the corporation would be 
engaged in ultra vires acts. The principle involved is well summed up 
in the case of Leslie vs. Lorillard, no N. Y. 519: "The contracts of cor- 
porations are said to be ultra vires when they involve some adventure or 
undertaking not within the scope of their charter, which is their rule of 
corporate action. In the granting of charters, the legislature is presumed 
to have had in view the public interest; and public policy is concerned in 
the restriction of corporations within charter limits, and a departure 
therefrom is only deemed excusable when it cannot result in prejudice to 
the public or to the stockholders. As artificial creations they have no 
power or faculties, except those with which they were endowed when 
created; and when, as is frequently the case, they act in excess of their 
powers, the question will be : Is the act prohibited as prejudicial to some 
public interest, or is it an act not unlawful in that sense, but prejudicial 
to the stockholders?" 

In the case given in the above question, the corporation undoubtedly 
can be dissolved by an action l>rought by the attorney-general. 

4& Can a corporation be organized in Illinois under the laws of that 
State to deal in real estate? 

Answier. In the State of Illinois the Business Corporation Law ex- 
pressly prohibits the formation of business corporations for the purpose 
of engaging in real estate brokerage. 
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On the general subj^et of the pov«r of corfoTtitUms to hold real estirtie, 
the foUowia^ Mstorical view, taken from Tom^as' ''Summary of tfie 
Law of Private Coiporatioas/' is iatenesdnfir: 

*' The common-bw rule that corporations have an implied right to pur- 
chase such real estate as was necessary for the purposes of its business 
arose at a time when busines or trading companies were little known. 
The corporations of that day were either municipal, ecclesiastical, or 
charitable in their nature, and the first were naturally limited. The ec- 
clesiastical and charitable corporations, however, invested their money 
il^ lands, for, indeed, there was little else, at that time, which would bring 
in an income. So much of the land was being accumulated by these cor- 
porations that the statutes of mortmain were passed, in which not only 
ecclesiastical, but lay corporations as weU, were forbidden to purchase 
lands. These statutes were never enacted in the United States, however^ 
save in the State of Pennsylvania, and a long line of decisions support 
the statement that corporations have ample power to purdiase and hold 
such real estate a3 is necessary and reasonable, in order to carry out the 
purposes of its incorporation; and this implied power obtains in all cases 
where the charter or enabling statutes are silent." 

Save in those cases where the charter confers general powers to pur- 
chase, a corporation cannot lawfully purchase real estate for any object 
inconsistent with the purposes for which it was created. 

49. State the steps necessary for the formation of a joint stock associa- 
tion. 

In what respects does it differ from an ordinary partnership, and in 
what respect does it resemble a corporation? 

Answer, The first pert of this question is coverad by the Joiot Stock 
Associatioos law, Chap. 29 of the Consolidated Laws of New York, 
which in part is as follows : 

*' The articles of association of a joint stock association may : 

1. Provide that the death of a stockholder thereof, pr jthe transfer of his 
shares of stock therein, shall not work a dissolution of the association; 

2. Prescribe the number of its directors, not less than three, to have 
the sole management of its affairs; 

3. Contain any other provision for the management of its affairs not 
inconsistent with law." (Joint Stock Associations Law, Art. II, Section 3.) 

"Every joint-stock association transacting business within this state 
shall withiq sixty days after its formation, and in each January there- 
after, file with the secretary of state, and with the clerk of the county in 
which its principal business is carried on, a written certificate, signed and 
verified by its president and treasurer, stating the name and date of 
organization of such association, the number of its stockholders, the names 
and places of residence of its officers, and its principal place of business. 
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Sncfa certificates shaU be recorded m soch offices reipectively. Any such 
certificate, the record thereof, or « certified copy Of sueh certificate or 
record shall be presumptive evidence of the truth of all facts therein 
stated against such association, its officers and stockholders. The officers 
of a joint stock association who fail to comply with the provisions of 
this section shall be jointly and severally liable to pay to the people of this 
state a penalty of fifty dollars for each day such failure continues." (Joint 
Stock Associations Law, Art. Ill, Section 4.) 

It will be seen, therefore, thait the steps necessary for the formation of 
a joint stock association dre as follows: 

Draw up in triplicate a certificate of association which should state the 
name of the joint stock association, the date of its organization, the num- 
ber of its stockholders, the names and residences of its officers, and its 
principal place of business. This will necessitate a meeting of the stock- 
holders, at which the terms of the certificate shall be agreed upon. The 
certificate should be executed and one copy filed in the office of the Secre- 
tary of State, and one copy filed in the office of the Clerk of the County 
in which its principal business is carried on, within sixty (60) days after 
the meeting. Upon filing the certificate the organization is completed. 

For an answer to the second part of this question see answer to ques- 
tion 33. 

50. May a stockholder object to an act of his corporation as ultra vires 
after he has acquired and accepted pecuniary benefits thereunder, when 
such act is neither malum prohibitum nor malum in set 

Answer. It is now fairly well settled that where a stockholder 
acquiesces or ratifies an act which is ultra vires and which is neither ma- 
lum prohibitum nor malum in se, he may not object to the act subsequently. 
Some courts invoke the doctrine of waiver, others of estoppel, and others 
rest their decisions upon the equitable principle that he who comes 
into equity must do so with clean hands. In Burden vs. Burden, (159 
N. Y. 287, 54 N. £. 17), it was held that a shareholder cannot assail the 
right of his corporation to hold and own property conveyed to it as part 
of the scheme of organization entered into to settle differences between 
himself and his partner. For an extended discussion of this subject dwell- 
ing upon the effects of laches, acquiescence or ratification by a stock- 
holder on his right to object to acts that are ultra vires and also mala 
prohibita or mala in se, see Cook on Corporations, Section 728. 

An important case decided by the Court of Appeals in New York, 
April 25, 191 1, (Pollitz vs. Gould, 94 N. K 1088), settles the doctrine in 
New York that in the absence of special circumstances, a stockholder may 
sue in behalf of the corporation to avoid an improper transaction consum- 
mated before he acquired his stock. While the opinion distinctly says that 
the question of acquiescence by a stockholder is not involved in that case, 
certain obiter dicta is at least persuasive authority for the doctrine that 
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acquiescence in an ultra vires act prevents the stockholder from subse- 
quently questioning it. The court said: 

'' It is argued that if one buys stock subsequently to the transaction, he 
should be regarded as buying subject to it, and not be permitted to question 
it If the prior holder should give binding consent to the transaction, this 
under certain conditions undoubtedly would prevent the subsequent pur- 
chaser from questioning it But, in the absence of special circumstances, 
I fail to see any principal of estoppel or logic which makes a subsequent 
purchase of stock so subject to a fraudulent corporate transaction that 
the purchaser may not insist upon its being set aside." 
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Bdow is a rqprint from The Jonmat of Accountancy of a 
contrast and comparison of the examination papers, given by 
the Illinois and Massachusetts respective State Boards of Ac- 
countancy at recent examinations for the C. P. A. certificate, 
with comments. 

The following are representative problems of the second Massachnsetts 
exwnimtioB, held in June, 1910, 

Monday, June 27, 1910--9 a.m. to 1.30 p.m. 

Thbory op Accounts 

Answer questions i, 2 and 3, and seven others, but no more. Do not 
rtpcat questions, but write answers only, designated by number stated in 
question paper. 

1. Trace the various operations in a weH regulated office from the time 
an order is given for the purchase of material until such material is paid 
for» to protect the company from any possible loss in the transaction; 

2. In what ways may a bookkeeper, who is also the cashier, conceal 
thefts; his books are kept by double entry and apparently are correct? 

3. Describe the theory of double entry bookkeeping and state its 
advantages. 

4. Discuss the different methods of dealing with, first Repairs, and 
second Rephicements, in connection with (a) a concern that writes off 
annually sufficient depreciation to cover the life of the machinery, and (b) 
a concern where no depreciation is written off, and where it is daimed 
the machinery is kept as good as new. 

Can you name some other reason wl^ depreciation should be con- 
sidered» in respect to machinery, other than that of wear aad tear? 

5. On what basis should the following assets be valued in the prepara- 
tion of a balance sheet: (a) Manufactured goods, (b) partially manu- 
factured goods, (c) raw material, (d) accounts receivable, (e) stocks, 
bonds, and other investments, (/) notes receivable? 

6. Explain how you would install a system of bookkeeping arranged 
so that only the prc^rietor, officers, and auditor shall be cognizant ol its 
financial condition and annual profits or losses. 

7. Purchases, sales, returns, and allowances are frequently posted to 
one account called Merchandise. Describe the limitations of an account 
se kept, and suggest, with your reasons therefor, an improved method of 
recording these transactions. 
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8. State your understanding of the difference between Gross Profit 
and Net Profit 

9. What is usually included in the account "organization expenses'' 
in the books of the comi>any? How should this account be treated? Give 



10. In a statement of the earnings of a business to be sold on the basis 
of its earning capacity, how should the question of interest paid on ac- 
counts payable, on notes payable, and on loans be treated? 

11. If any money has been received by a company on account of work 
in process, how should such repairs be treated? 

12. Define (a) funded debt, (b) floating indebtedness, (c) fixed 
charges. May interest on floating debt properly be considered a fixed 
charge ? 

13. What is a contingent liability? For what purpose and in what 
form should such liabilities appear in a statement of fiinancial condition? 

14. What is a sinking fund? 

15. What disposition should be made, by a trustee, of an amount re- 
ceived by him for the sale of the "rights" to subscribe to stock? Give 
reasons. 

Monday, June 27, 1910— 9 a.m. to 1.30 p.m. 
Commercial Law 

Answer questions 16, 17 and four others, but no more. Do not repeat 
questions, but write answers only, designated by number stated in question 
paper. 

16. (a) A and B are partners. A issues notes in the firm's name 

without B's knowledge and pockets the proceeds. Is the 
firm liable? If so, why? 
(b) A firm owes $100,000 and has assets of $50,oaa A owes $40,- 
000 and has $18,000, B owes $2,000 and has $30,ooa What 
are the rights of the firm creditors and the individual cred- 
itors, and how should the assets be distributed and why? 

17. When is a merchant insolvent under the Bankruptcy Act? What 
constitutes an act of bankruptcy? 

18. Explain the taxation in Massachusetts of (a) a foreign corpora- 
tion, (^) a domestic corporation, (c) a firm, 

(i) By whom taxed, method, and rate. 

(2) Where they have factories in different towns within the state. 

(3) Where they have factories, some in and some outside the state. 

(4) Remedies for overtaxation. 
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19. Define General Partnership and Special Partnership. 

20. (a) In organizing how should the capital stock of a Massachusetts 

corporation be paid? 
(b) A Massachusetts corporation wishes to dissolve. How b it 
done? 

21. Define real property, personal property. 

22. Does a dividend on stock, declared before a testator's death but 
not payable till after his death, become a part of his estate or does it be- 
long to the life tenant as income? 

23. State the difference between a sale and a consignment 

24. Define the following: 
(o) Contract. 

(b) Bill of exchange. 

(r) Promissory note; state essential of same. 

id) Chattel mortgage. 

25. What constitutes an insurable interest in property? 

Monday, June 27, 1910 — 2.30 p.m. to 6 p.m. 

Auditing 

Answer questions 26, 27, 28, and seven others, but no more. Do not re- 
peat question, but write answers only, designated by number stated in ques- 
tion paper. 

26. What is an auditor? What are his duties and responsibilities? 
What are the objects to be attained by an audit? 

27. Describe the plan of audit of the books of a concern other than a 
bank, with which you are personally familiar. 

28. Describe the steps necessary to make a complete audit of a savings 
bank. 

29. How may the correctness of the following items in a balance 
sheet be determined : (a) Accounts receivable, (b) securities, (r) inventory 
of finished stock, (d) inventory of raw materials, (e) bank balances, (f) 
accounts payable, {g) notes payable? 

JO. In preparing the balance sheet of a business at the close of a year, 

how should you treat each of the following items: (a) Bad and doubtful 

'debts, (b) premiums for fire insurance unexpired, (c) interest paid in 

advance on notes payable discounted, (d) discount on accounts receivable, 

(e) discount on accounts payable, (/) depreciation of plant. 

31. Describe the various steps to be taken in auditing the accounts of 
an executor for the first year after the death of the testator. 

32. Describe the steps necessary to make a complete audit of a Trust 
Company. 
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33. What measures should be taken by an auditor to satisfy himself 
that all liabilities had been brought into the balance sheet? 

34. A firm having several branches maintains an account with each 
branch in the Ledger and charges to such account all goods sent to the 
agents for stock. When stock is taken the balance of each branch account 
is treated as ordinary Accounts Receivable and is included in the General 
Debts owing to the firm. If you see any objections to this method, state 
them, and say how you would deal with the accounts. 

35. State generally your views as to what constitutes capita! ex- 
penditure and expenditure properly chargeable against revenue. Under 
what circumstances would an auditor be justified in refusing his certif- 
icate of audit? 

36. In auditing the accounts at the conclusion of the first fiscal year 
of a corporation formed to acquire an established business what documents 
and records should be examined m addition to the ordinary books and 
subjects of an audit? 

37. State what means should be adopted to verify («) cash sftles^ (6) 
discounts allowed, (c) discounts received, (d) sold goods returned, (^) 
allowances on sales. 

38. A manufacturing corporation desires a certificate of its average 
annual profits for three years; after charging up all costs, expenses and 
depredation, and an allowance for bad debts, it is found that the profits 
for the first year were $62,000.00, for the second year $64,000.00 plus 
$10^500.00 profit on sale of investments, and for the third year $72,ooaoo 
plus $8,4oaoo profit on the sale of real estate. How would ypu write 
your certificate? 

30. What is the duty of tiie accountant who undertakes to examine 
a going business for the purpose of issuing a certificate showing the net 
earnings of the business for the preceding five years to (a) the owners, 
(b) those investing money therein on the faith of the report? 

4a What safeguards in accounting would you suggest to a client to 
prevent loss of stock by theft? 

Wednesday, June 29, 1910—9 a.m. to 12 iL 

PaACnCAL AoOOUNTIIfG 
PABT I 

Answer question 41, and one other, but no more. Do not repeat qnts- 
tions, but write answers only, designated by number stated in qnestiao 
paper. 

y 41. On December i, 1907, the following particulars are furnished of 
the position of John Mapleton, insolvent: Factory equipment cost, $15,- 
coojoo; estimated to realize, $10,000.00. Stock of finished goods, $io,ooaoo; 
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esduiaied worth, $7,500^00. Material and supplies, $2,500,00; estimated 
woilfa* %ifiOOJDO, Furniture and fixtures, %gisojoo ; estimated wortli, $200.00. 
lavcstments valued at $25,275.00, of which $15,000.00 is held by bankers 
as security for a loan of $i2,OQaoa Accounts receivable $6,250.00, of 
$2,500.00 are good; $i,25aoo bad, and $2,500.00 estimated to realize 
Cash, $575jOO^ of which $25.00 represents petty expense items 
not charged up, and $50.00 an I. O. U. of a former employee whidi is 
wortfiless. Accounts payable, $28,sooxx>. Notes payable, $25,00000, of 
which $i2,ooaoo is due bankers. Wages due, $500.00. Rents due and 
past due, $i,ooojoa Capital on January i, 1907, as shown by the books, 
$i5,ooojoa Loss by sale of investment May i, 1907, $5fOOO.oo. Loss in 
trading account January i, 1907 to December i, 1907, $3,500.00 Drawings 
charged 'personal account of John Mapleton, $1,000.00. Make up a state- 
ment of affairs and a Deficiency Account as at December i, 1907. 

42. The fiscal year of a manufacturing company ends June 30, 1908, 
and the bookkeeper presents a statement to the directors made up in the 
following form : 



Gross sales $285,000.00 

Increase of inventory 15,000.00 

C«s# of soUs: 

Operating expenses, material and supplies . . . $257,00000 

Plant expense 12,000.00 

Freight on returned goods 600.00 

Sundry purchases, finished goods 10,400.00 

Other income: 

Miscellaneous earnings $1,50000 

Profit on contracts 6,50000 

Discount on purchases 500.00 

Uss: 

Discount on sales $2,875.00 

Rebates and allowances 1,125.00 



$300,000.00 



260,00000 
$20,000.00 



8^500.00 
$28,500.00 



4,000.00 
$a4.50O00 



Yon are required to make up a Profit and Loss statement in regular form, 
using such of the above figures as may be necessary together with these 
following: Inventory, June 30, 1907. Material, $115,000.00. Supplies, $35,- 
00000 Finished goods, $45,000.00-— Inventory, June 30, 1908. Material, 
$l40g00O0O Supplies, $io^QOO.oo. Finished goods, $60,000.00. Material 
used in factory during the year, $75,000.00. Wages, $122,500.00 Fuel, 
$^,50000 Repairs and renewals, $2,000.00 Other operating expenses, 
$55,00000^ which includes $25,000.00 supplies used. 
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43. A firm of four partners agree to sell their business to a corpora- 
tion. Their assets and liabilities were as follows: No. i — Capital, $145,- 
5oaoo; No. a— Capital, $123,500.00; No. 3— Capital, $153,00000; Na 4— 
Capital, $153,330.00; Building, $125,000.00; Machinery, fixtures, etc, $3^- 
335.00; Stock, $150,940.00; Accounts receivable, $328,680.00; Bills receiv- 
able, $37,005.00; Cash, $17,03000; Horses and wagons, $1,23000; Unex- 
pired insurance, $175.00; Accounts payable, $124,065.00 

It was further agreed that the partners were to be paid for good will, 
based on a year and a quarter purchase of the last three years' profits, 
which were respectively $32,62000, $37,450.00, and $50,65000 

Prepare a Balance Sheet, bringing in the good will as an asset and dis- 
tributing it among the four. 

Wednesday, June 29, 1910— 1.30 p.m. to 4.30 p.m. 
Practical Accounting 

PART II 

Answer question 44 and one other, but no more. Do not repeat ques- 
tions, but write answers only, designated by number stated in question 
paper. 

44. A branch office business was started at the first of the year, the 
head office advancing $5,000.00 cash. During the first year merchandise 
was shipped to branch, invoiced at $75,00000. 

An auditor checking up the business at the close of the year finds 
the following: 

Merchandise sales were $60,000.00, with selling price of goods twenty 
per cent advance on invoice. 

Proper vouchers were on file duly receipted for following payments: 

Rebates and allowances on damaged goods $1,500.00 

Salaries and other expenses 4,500.00 

Freights 2,50000 

The books also showed: 

Remittances to head office $35,000.00 

Uncollected accounts 15,00000 

The balance of the sales having been realized in cash, less rebates and 
allowances as noted. 

The cash on hand and inventory of unsold goods, together with the 
foregoing records, properly account for everything. 

Prepare statement, such as an auditor would make in reporting to the 
head office, balancing the business of the branch house. 

45. Robert Adams and William Stevens are equal partners. On the 
night of July 3d, their stock and fixtures were destroyed by fire. A trial 
balance, which Adams had at his home, showed the following condition 
of the ledger at the close of business, June 30th : 
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Robert Adams $600.00 $7^50.00 

William Stevens 600.00 7>450.oo 

Cash 3i309*oo 

Fixtures 1,500.00 

Merchandise purchases 32,6oaoo 

Merchandise sales 24,800.00 

Notes receivable 1,000.00 

Notes payable j,ooo.oo 

Interest 120.00 saoo 

Expense 780.00 

Customers 4,500.00 

Creditors 3,259.00 

$45,009.00 $45,009.00 

The property is fully covered by insurance. The insurance company, 
lor the purpose of estimating the value of the merchandise destroyed, 
has agreed to allow 35 per cent as the average gross gain on the sales 
and to pay 661 per cent on the value of fixtures as shown by the ledger. 
On the basis of this agreement, state the result of the business and the 
capita] of each partner. 

46. The capita] of three partners — A, B, and C — in a manufacturing 
business, January i, 1896, was $26,000.00, of which A owned one fifth. 
B two fifths, and C two fifths. On December 31, 1896, one year thereafter, 
the condition was found to be as follows : 

Real estate, $15,000.00; plant and machinery, $7,000.00; stock on hand, 
$2,000.00; book debts receivable, $6,000.00; cash in bank, $2,500.00; cred- 
itors' notes payable, $8,ooaoa 

Partners' withdrawals — A (including interest) .... $1,500.00 
B " '" .... 1,200.00 

C " " .... 2,000.00 

After crediting up interest on capital at the rate of six per cent, show 
the net result for the year, and distribute the same, in proper proportions, 
to the partners' accounts. 

Prepare individual partners' accounts, showing the condition of each 
at the end of the year. 

The following are the Problems and Questions op the Illinois 
Examination, held in Dbcbmbbr, 1910. 

Wednesday, December 21, 1910— 9.30 a.m. to 12.30 p.m. 

Theory op Accounts 

Seventy-five credits necessary to pass, out of a possible 100 credits. 

Each complete answer will receive ten credits. Do not repeat questions 

on examination papers, but write answers only, designating the questions 
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by number. The intdli^nce indicated by answers will be conaidered in 
marking the applicants, as well as the technical accuracy of such answers. 

1. Irrespectively of tiie independent audit by a certified public ac- 
countant, how would you endeavor to organize the financial arrasgements 
and the system of bookkeeping of a large firm or corporation, so that there 
might be the best internal check possible? 

2. Give an example of that portion of a Balance Sheet of a corporation, 
which deals with the Share and Debenture Capital Aooofnt State and 
set out the same in the proper columns, assuming the following to be 
the position of the Company's Share and Debenture Capital : 

Share capital, authorized $i00,ooaoo 

Share capital, issued or subscribed 8o,ooaoo 

Share capital, called up 60,000.00 

Calls paid in advance 5,ooaoo 

Calls in arrear i/xxxoo 

Debenture capital, authorized SO,O0Oj0O 

Debenture capital, issued or subscribed 40^000.00 

Debenture capital, paid up 3S,ooaoo 

3. An executor, on entering upon his duties, having asked you to give 
him instructions in writing how he should deal with and keep the accounts 
of his trust, specify your instructions in form of a letter. 

4. A company, having $500/OOOjoo of Debentures, bearing five per cent 
interest, which have been in existence for some srears, and which are 
repayable February i, 1907, arranges to provide the necessary capital by 
the issue, at par, of $5oo«ooojoo four per cent pcnnanent Debenture Stock, 
the interest on which runs from January i, 1907; the accounts of the 
company are made up to June 30, 1907. What, in 3rour opinion, is the 
proper amount of Debenture Interest to be charged against the profits of 
the half year ? Give the reasons upon which your opinion is based. 

5. A firm is in the habit of supplying goods on the principle of sale 
or return, taking payments by installments covering principal and interest, 
the purchaser having the option to return the goods at any time, forfeit- 
ing the installments paid. How would you reconunend that such con- 
ditional sales should be entered in the books of the selling firm, and 
how should the outstanding amounts be from time to time valued? 

6. The calculation of the percentage of profits is sometimes based upon 
cost and sometimes upon selling price. Which do you regard as the more 
correct method? and how, if required, would you readily arrive at the cost 
of goods sold? Give your reasons. 

7. In a large manufacturing concern purchases of material and sup- 
plies pass through the storekeeper. What system of bookkeeping and 
check would you advise to safeguard and control the distribution of both? 
Fully explain the same. 

8. In closing the books of a company at the fiscal period, what steps 
would you take to insure that all liabilities to date had been included? 
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g. In taldng off a trial balance, a bookkeeper finds that his debit foot- 
ings exceed the credit by $131.56, which he carries to a suspense account 
Later, he discovers that a purchase amounting to $417.50 has been debited 
to a creditor as $192.94; that $312.50 for depreciation of furniture has not 
been posted to depreciation account; that $500.00 withdrawn by the 
principal has been charged against wages account; that a discount of 
I76.13 allowed to a customer has been credited to him as $71.13, and that 
the total of sales returned was footed $5.00 short Give detailed entries 
showing how you would remedy these errors, and starting with the 
original difference prepare a supplemental trial balance showing whether 
the books balance or not 

10. A corporation's profits for the year ended December 31, 1908, 
amount to $451,000.00. The by-laws require a reserve equal to ten per 
cent of any- dividend paid to the common stockholders, and any surplus 
remaining after such dividend has been paid is also to be applied to the 
reserve, until such dividend has been paid is also to be applied to the 
reserve, until such reserve account amounts to $25o,ooo.oa The reserve 
at December 31, 1907, was $i56,020.oa The capital is $2,000,000.00— one 
half cumulative preference five per cent, and one half common, all fully 
pmd. On December 31, 1906, the preferred dividend is two and one half 
years in arrear. On December 31, 1907, profit and loss account was in 
debit $202,000.00. Set out your treatment of the profit for 1908, and com- 
ment concisely on the position. 



Friday, December 23, i9K>--9^30 a.m. to ia.30 p.m. 
CoMMERaAL Law 

1. Name the necessary elements of a valid contract What contracts 
under the law of Illinois are required to be in writing? What is the 
legal effect of attaching a seal to a contract? 

2. Prepare a short form of partnership agreement for equal partners. 
Wherein does a partnership differ from a corporation? 

3. What are the general obligations of a common carrier of goods? 
Of a carrier of persons? What is a bill of lading? 

4. What is the Statute of Frauds? 

S How much of the capital stock of a corporation, organized under 
the laws of Illinois^ must be paid in before a charter can be obtained? 
What are the obligations of a subscriber to the capital stock of a corpora- 
tion organized under the laws of Illinois respecting payment for the stock 
subscribed for by him? 

6l What is the lawful rate of interest in Illinois in the absence of a 
contract? To what rate may the parties contract? 
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7. Define the following: (i) Legal tender. (2) Bona fide. (3) Nova- 
tion. (4) Recoupment (5) Ultra vires. (6) Non compos mentis. (7) 
Proxy. (8) Debenture. (9) Agent (10) Power of attorney. 

State the difference between an administrator and an executor. 

& What is a limited partnership under the laws of the State of 
Illinois? 

9l What are the obligations of a bailee for hire? 

la Wherein does a mortgage differ from a trust deed? 

Wednesday, December 21, 1910^1.30 p.m. to 430 p-m. 
Auditing 

Seventy-five credits necessary to pass, out of a possible one hundred 
credits. 

Each complete answer will receive ten credits. Do not repeat questions 
on examination papers, but write answers only, designating the questiions 
by number. The intelligence indicated by answers will be considered in 
marking the applicants, as well as the technical accuracy of such answers. 

1. During the audit you are making of the accounts of a corporation, 
yott become aware of a daim against the company which you think Is 
likely to be enforced, but which the directors do not recognize, and for 
which they will make no reserve. What would 3rou do in the circum- 
stances? 

2. State shortly the duties of an auditor of a corporation. 

3. A corporation is established for working a patent of which ten 
years are unexpired, and for which a sum of money has been paid. How 
should the company deal with this asset, and what is the duty of the 
auditor in respect of it? 

4. How should an incorporated coal company estimate the value of its 
colliery in its Balance Sheet from time to time, first as a Freehold, sec- 
ondly as a Leasehold? 

5. Write out a short Audit Certificate dealing with a few of the points 
which sometimes arise in an audit, and have to be specially dealt with 
by the auditor in his certificate. 

6l In the case of an incorporated company making considerably more 
profit than usual in one year, owing to extensive purchases on a rising 
market, would you advise declaring a proportionately larger dividend, 
or what would be your recommendation? State your reasons. 

7. In auditing the books of an importing and domestic wholesale wine 
and liquor dealer how would you assure yourself of the correctness of 
the inventory as to the bonded stock? 

& Beyond the mere detailed checking of purchase invoices to the 
ledger accounts with dealers, can you suggest any steps that might be 
taken which might be advisable with the view of the prevention of fraud? 
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g. A corporation invests its Reserves outside its business. On the 
audit of die accounts explain what steps you would take to verify the 
fun receipt of the investment income and the safe custody of the trust 
iiindi. 

la Upon the audit of the partnership accounts of a manufacturing 
bosiness the following conditions are revealed: 

(i) Sales toward the end of the period are unusually large. 
(a) A large deposit in hank is made on the closing fiscal date, which 
amount is credited to the bank two weeks later. 

(3) Machinery sold has been credited to merchandise sales. 

(4) A loan to the firm has been credited by mutual consent to the 

capital account of one of liie partners. 

(5) Depreciation or discount from the value of a certain class of the 

inventory instead of being thirty per cent as in prior years is 
shown as ten per cent 

What would yon deduce from these facts, and what would you fed 
called upon to do by way of extended inquiry or report in each of these 
nmaiioes? 

Thursday, December aa, 1910—9.30 a.m. to 12.30 p.m. 

PltACnCAL ACOOUMTING 
PAST Z 

Seventy-five credits necessary to pass, out of a possible one hundred 
credits. 

Each complete answer will receive ten credits. Do not repeat questions 
on examination papers, but write answers only, designating the questions 
hj number. The intelligence indicated by answers will be considered in 
marking the applicants, as well as the technical accuracy of such answers. 

I. Prepare a Trading and Profit and Loss Account from the follow- . 
ing Trial Balance and data for the year, ended December 31, 1909 : 

The stock of stores and materials at the end of the year, December 
31, 1909, was $8,50o.oa The rent at the rate of $3,5oaoo was paid up 
to S^tember 30th. Bad debts amounting to $850.00 have to be written 
off. A provision of $1,250.00 has to be made to meet possible bad debts. 
Depreciation at the rate of five per cent per annum on the plant at January 
If 1909, has to be written off. The wages are paid up to December 27th ; 
the wages from that date to December 31st amount to $175.00. Interest 
at five per cent per annum has to be passed on the amount of the partners' 
capital accounts at January i, 1909. (No interest on partners' current 
accounts.) Profits to be divided equally between the partners. The neces- 
aary entries for division of profits and interest, etc., to be passed through 
the partners' current accounts. It is assumed that no further entries are 
required to be made to complete the accounts. 
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Johnson & White, 

Trial Balance, December 31, 1909 

Investments |!2,4io.oo 

Accounts payable • $19,19949 

Stores and materials, January x* 1909.. 2,i2aoo 

^hnson's capital • • 39,600.00 

White's capital iSdOOOO 

Purchases 24^^00 

Johnson's current account 2»3iaoo 

White's current account .* 3,910.00 

Accounts receivable ....'. 13,265.00 

Wages 27,825.00 

Rent 137500 

Dividends on investments iiSjOO 

Plant, January i, 1909 44,l00i» 

Bills payable 4»97SOO 

Bank 975^00 

Office expenses and salaries 2,ioaoo 

Installments received on account of work in 

progress X4>3SSOO 

Taxes 4000 

Bills receivable 3,670.00 

Cash in office 50.00 

Law and accountancy charges 255.00 

Repairs 330.00 

Work in progress, December 31, 1909 25,905.00 

Bank charges • • 9aoo 

Sales 70,03500 

$154,480.00 $i54*48aoo 



2. Prepare a Balance Sheet and Partners' Current and Capital Ac- 
counts from the above trial balance. 

"^ 3. Prepare a statement of the affairs of Messrs. Wilsoa & Company 
from the following figures: 

Cash on hand, $5aoa Debtors good, $2,50o.oa Debtors bad, $2S0Loa 
Debtors doubtful, $5,000.00, which are estimated to realize $3,75aoa Cred- 
itors unsecured, $i3,ooo.oa Creditors partially secured, $6,ooaoo; esti- 
mated value of security, $4,ooo.oa Creditors fully secured, $9,500.00; esti- 
mated value of security, $i2,ooaoa Landlord, creditor for rent, $1,35000^ 
of which sum he is a preferred creditor for $i,200.oa Factory manager* 
creditor for salary, $75aoo, of which sum he is a preferred creditor for 
$250.oa liabilities on notes discounted, $3,25o]oo, all of which are cs- 
pected to be duly met at maturity. Stock of merchandise cost $4,25000; 
estimated to realize, $3,75aoa Interest in a lease of business premises 
estimated to be worth, $9oaoa There is a liability in respect of a con- 
tract which the debtors cannot complete, owing to the failure, amonot 
unknown, but estimated at $i,5oaoa Bills receivable on hand, $375^10; 
estimated to produce, $ioaoa 

4. The following statements of account and balance sheets were pr^ 
aented to the members of a club in the two years mentioned. Abstract 
of receipts and expenditures for the years 1908 and 1909: 
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Year ended Year ended 

Dec, 31, '08 Dec 31, '09 

To tMdance for preceding year $4,000.00 $5,840.00 

To entrance fees received 4,985.00 5,095.00 

To subscriptions 37370>oo 38,155.00 

To siibscrq»tioiis received in advance for 1909 and 

1910 42aoo 210.00 

To sides of provisions, etc. 85,525.00 76,190.00 

To receipts for billianis, cards, cigars, etc 6,110.00 5,360.00 



$138,910.00 $130,850.00 



By rents, taxes, etc 

By interest 

By purchases of provisions, wines, etc 

By billiards, cards, cigars, etc 

9y salaries and wages 

By fuel, light, repairs, renewals; additions to 

furniture, etc 

By club debentures paid off 

By balances at bank and in hand : 

1908 1909 

$20^675.00 $1^450.00 
Less: Accounts out- 
standing, included in 
expenditure above.... 14,835.00 i5,62aoo 



$13,765.00 
9,385.00 

74,900.00 
2,315.00 

i6,24aoo 

14,465.00 
2,000.00 



5,840.00 



$14,055.00 
9,995.00 

67,190.00 
2,ooaoo 

16,155.00 

18,625.00 
2,000.00 



830.00 



$138,910.00 $130,850.00 



Balancb Sheet 



Year ended Year ended 
Dec 31, '08 Dec3i, *09 

Assets: 

Qub house, furniture, China, glass, etc.... $224,200.00 $224,200.00 
Balance, Jan. i, 

1908 1909 

$30,000.00 $30,915.00 
Additions to Dec 31 4f350.oo 4,75o.oo 



Less: Depreciation... 

Stock of wines, etc 

Stock of dgars, cards, etc 
Gash at bank and in hand. 



$34,350.00 
3^5.00 



$35,665.00 
3,550.00 



30.915.00 

5,115.00 

275.00 

30,675.00 



32,115.00 

4,375.00 

375.00 

16,450.00 



$28i,i8aoo $278,015.00 



UeMUiss: 



Year ended 
Dec 31, '08 



Qub debentures $219,000.00 

Subscriptions received in advance. 42aoo 

Sundry creditors 1^^35.00 

Balance in favor of the dub 46,925.00 



Year ended 
Dec 31, '09 

$2i7,ooaoo 

210.00 

15,620.00 

45,185.00 



$281,180.00 $278,015.00 
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State in what respect, as regards information or otherwise, yon would 
consider the above Statements and Balance Sheets incorrect, and un- 
satisfactory to the members of the dub. 

5. Assuming the Assets and Liabilities stated on the above Balance 
Sheets to be true, and the analysis of the receipts and payments of the 
year 1909 to be accurate, state the Income and Expenditures of that year 
in such a way as to correctly show the actual results of the yearns opera- 
tions. 

Thursday, December 22, 1910^1.30 p.m. to 4-^> p*^ 

PltACnCAL ACOOUKTIMG 
PAST n 

Seventy-five credits necessary to pass, out of a possible one hundred 
credits. 

Each complete answer will receive ten credits. Do not repeat qac»- 
tions 00 examination papers, but write answers only, designating the qoes^ 
tions by number. The intelligence indicated by answers will be con- 
sidered in marking the applicants, as well as the technical accuracy of 
such answers. 

6. A and B agree to dissolve partnership December 31, 1908L The 
stated Balance Sheet was as follows: 

Assets: 

Merchandise inventory $57>5oaoo 

Furniture and fixtures 2,000.00 

Accounts receivable 85,500jOO 

Bills receivable (discounted) 14,00000 

Ciood will SiOoaoo 

— ^^- $i64yOOCMW 

Liabilities: 

Accounts payable $50,000.00 

Bank 2,500.00 

Bills payable ii,5oaoo 

Bills receivable (discounted) i4,ooaoo 

A's capital accoimt 53,5oaoo 

B's capital account 17,50000 

Income account 15,00000 

$164,000410 

Profits are divisible, A 4/7, and B 3/7, five per cent being allowed oa 
capital, and no interest charged on drawings, which were upon the basis 
of $2,500.00, each. A continues the business and assumes all liabilities. 
B opening up business elsewhere takes one fourth of the stock and agrees 
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to leave in the business $2,500.00 as guarantee for one year against float- 
ing liability for bad debts and discounted merchandise notes, and to 
receive or pay any balance in cash, any amount received being derived 
from accounts due the firm. 

Prepare A's balance sheet after dissolution expressive of the terms 
stated 

7. The Energy Manufacturing Company draws on its customer, Slopay 
& Company, at two months from date, January i, 1910, for $5,000100 
and three days thereafter discounts the draft with the City National 
Bank at icvt per cent per annum, net 

At maturity S. & Co. confess they cannot meet the draft, but pay 
the £. Mfg. Ca $3,000.00 on account, and give an acceptance for a like 
period for the balance, upon condition that the £. Mfg. Co. retire the 
original draft, which is done. 

Detail serially the entries by which the £. Mfg. Co. should record 
these transactions on its books. 

& A testator directed that the income of his estate should be paid to 
the widow during her lifetime, and in the event of her death the income 
to be divided equally between his son and two daughters. The widow 
died on August i, 1908. The income of the estate for the year 1908 was 
as follows: 

January i. — Commonwealth Electric, interest $doaoo 

February 28. — Mortgage, interest, South Chicago 480.00 

March 31. — ^Mortgage, interest, Evanston 66aoD 

April I. — Rent of bam 120.00 

May I. — Bank dividend 5iaoo 

June 2.~Santa F6, interest 285.00 

July I. — Commonwealth Electric, interest joaoo 

August 31. — Mortgage interest, South Chicago 48000 

September 30.— Mortgage interest, Evanston 660.00 

October i.— C B. & Q. R. R., dividend 120UOO 

November i.— Bank dividend and extra 765.00 

December 2.— Santa F6, interest 285.00 

Advances to widow during the year, January 31st, $250.00; March 
28th, $500.00; July 25th, $1,500.00. 

Apportion the income by months and write up the following accounts; 
considering the dates of payments to and from as the due dates: 

Cash account Son's account 

Widow's account Each daughter's account 

g. In investigating the records and accounts of a business on behalf 
of a purchaser of a half interest, state concisely to what points you would 
direct your special attention. (Limit, 150 words.) 
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lo. A dient bought a bnsiaess for $i7,5oaeo^ baaing his action upon 
the following balance sheet of December 31, 1909: 

Assets: 

Plant $4,710.00 

Merchandise inventory 7^5.00 

Accounts receivaUe I2,5oaoo 

Profit and loss 2,010.00 

$26,6osoo 

UMUtiss: 

Accounts payable io,oooloo 

A charter was obtained from the State of Illinois with an authorized 
capital of ^,000.00, the balance being workin^^ capital, $2,500.00 paid in. 

Prior to opening up under the new organizatioa the directors deter- 
mined to write off $i,2saoo from the Accounts Receivable, $2iaoo from 
the plant assets, and $885.00 from the nventory. 

At the first semi-annual accounting the^ showed a loss from trading, 
aside from a depreciation allowance of $6oo.ooi 

Assuming that all assets and liabilities remain as at the start, subject to 
the depreciation now allowed, draw up a Balance Sheet as of June 30^ 

COMMENTS 

About three years ago— in the April, 1908, number— the editor of this 
department of the Jousnal compared the New York, Pennsylvania, and 
English examination papers, pointing out the contrasts and differences in 
standard. To the readers of the Journal, who have followed the work in 
this department, it will be of great interest to notice the various changes 
that have taken place. In a sense, limited of course, the examination papers 
are somewhat a gauge of the professional standard prevalent In a 
previous number of the Journal, a part of the New York examination 
papers was given.* We are therefore now in a position to review to 
advantage the papers of the three different states— New York, Mas- 
sachusetts, and Illinois. 

The Massachusetts paper on Practical Accounting is somewhat on 
the style of the New York paper in the same subject It is divided into 
two parts, three questions being given in each part, and the candidates 
arc expected to answer two out of the three within three hours' time. 
One session is held in the forenoon from nine to twelve for the first part 
of the paper, and an afternoon session of three hours for the second part 
of the paper. Although the Massachusetts paper is not exactly of the 
same calibre and standard as the New York or Illinois, it must not be 
overlooked that this is only the second examination and that the board 
is drawing upon the early papers of the neighboring State Boards of 
Accountancy. From the trend of the paper, there is no doubt that it 
will improve in quality with each successive examination. 

The Illinois paper, in the same subject, is also divided into two parts 
with three hours' allowance to each part Five questions are given at 
each session, forenoon and afternoon, and the candidates are expected 

* Part I., pp. 99-xxo. 
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to asswer all die questions. On this basts iht candidate is allowed an 
average of thirty-stz mimites to read each problem, gather the facta aad 
solve it If we consider tiiat the heading of the paper reads, " The in- 
telligence indicated bj answers will be considered in marking the appli- 
cants, as well as the tedmkal accuracy of anch answers," we think ti»t 
it is not fair to the candidates. No practitioner, even of exceptional 
ability and experience, could give an intelligent and tedmical accurate 
answer to any of the problems in thirty-six minutes. The eighth proUem 
in the second part of this paper would require half an hour in order to 
collect the facts, not to speak of solving the problem. There is no doubt 
that the paper is of a very high and interesting standard and deserves all 
commendation, but why should the candidates be required to do imposaifale 
tasks? Coming in contact with the various members of the State Bemnds, 
we are convinced that they are far from intending to put before the 
candidates impossibilities, and therefore a little consideration of the time 
aUowaace when the papers are made up, would be of great help to ihe 
candidates and would establish beyond question the fairness of die board. 

With the exoqrtion of the first problem in part one, the New ¥ork 
Paper on Practical Accounting is excellent It is very lair, containing 
problems which the average practitioner has to meet daily; therefore die 
aspirant should be familiar with them. If a man has pursued a proper 
course of study, and not merely " crammed," and if he has a little prac- 
tical experience, he can solve them, without difficulty, in the time allotted. 
The first problem mentioned before is rather highly technical, and as the 
mathematical accuracy in that particular instance is of the utmost im- 
portance, requiring verification and proof, it is questionable whether a 
greater time allowance should not be given to such a problem. 

When we review the papers in Theory of Accounts, we find, regarding 
time allowance, that the criticism that applies to the State Board of 
Hlinois in practical accounting, applies with equal if not greater force, 
to the State of Massachusetts. There (in Massachusetts) the candidate 
is allowed four and one half hours in which to answer ten questions in 
Theory of Accounts, and six questions in Commercial Law. 

In the first place it is doubtful whether it is advisable to require a 
candidate to spend continuously four or four and one half hours at 
examinations. In New York, for instance, at the academic examinations 
given by the Regents, the Board of Health insists that an examinee be 
not permitted to spend more than five hours in the examination room. 
That we must remember is not compulsory, but rather elective. If an 
exanEiinee has completed a paper in a given subject before the time allotted, 
he may, if he chooses continue on another paper. The hour at which he 
began the second paper is noted, and he must stop when the total number 
of hours for the two papers is five. In the case of Massachusetts, how- 
ever, the candidate is actually compelled to spend four and one half hours^ 
unless he can complete the two papers in less time, which, of course, is not 
tme of die majority. 

It is also questionable whether the six questions in Commercial Law 
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are soffident This is especially important when most of the states require 
ten, and on its face» it would indicate that the tendenqr of the Mas- 
sachusetts Board is to undervalue the importance of the subject In the 
law questions before us, if a man has read something on partnerships 
and corporations, and has studied a few definitions, that would be all that 
is required of him to pass the examination. The paper in theory of 
accounts in the case of this State, shows that the board has also con- 
sidered general business aside from "mere theory." The first question 
deals rather with efficiency of business than theory of accounts, but is 
nevertheless a very important proposition, and if many more like it were 
given in examination papers, the aspirants would not only be "acooimt- 
ants," but efficient ones as well The paper in auditing is excellent It 
clearly indicates that the board recognizes the responsibility placed on 
accountants by the recent bill regarding auditing for banks. 

The papers on Theory of Accounts, Commercial Law, and Auditing 
given by the Illinois State Board, are of a general character, and indicate 
a steady progress in the standard. 

In the case of the New York State Board of Accountancy, the board 
has adopted an interesting procedure in connection with the papers on 
Theory of Accounts, Commercial Law, and Auditing. Each paper is 
divided into three respective groups, the candidates being required to 
answer some questions in each group. The idea of giving a number of 
questions and asking candidates to select two thirds of them, has its 
advantages as well as disadvantages. By the method adopted by the 
New York board at the present, while the candidate still has a choice of 
questions, he is compelled to know something about affairs in which 
ordinarily he would not be prepared. 

The New York board is to be congratulated on the new syllabus just 
issued by the Education Department of the University of the State of 
New York, in the preparation of which it undoubtedly must have greatly 
assisted. The board gives a complete outline of what will be expected 
from each candidate regarding tbt four subjects in which he is to be 
examined, and if he has prepared himself according to this syllabus, he 
ought not to have difficulty in passing the examination. An interesting 
feature of this syllabus is its extensive bibliography. The candidate for 
examinations has always been groping in the dark as to which books he 
should refer to and consult in preparing for the examinations. In this 
respect it is quite a step forward. It is of particular importance to notice 
that in the bibliography are included books which are not strictly on 
accounting, but which are of great importance to the practitioner; such 
as, "Anatomy of a Railroad Report," by Woodlock; "Financing an 
Enterprise," by Copper; "Funds and Their Uses," by Qevdand; "His- 
tory of Modem Banks of Issue," by Conant 

The three papers, as a whole, if compared with the papers of a few 
years ago, tend to convince even the most pessimistic that the influx 
to the accounting profession is bound to be a healthy one, benefiting the 
profession at large and pladng credit and dignity upon the Certified Pub- 
lic Accountant 
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New Jersey C P. A, Examinations 1904—1909. 
Theory of Accounts. 

1. State briefly your view as to 

a. Single Entry System of Keeping Accounts. 

b. Double Entry System of Keeping Accounts. 

2. Accounts. 

a. What is an Account? 

b. What is a Real Account? 

c What is a Representative Account? 

d. What is the purpose of Controlling Accounts? 

e. When one Controlling Account only is used, what would you 

caU it? 

f. When two or more are used, name two. 

g. Cash Account In what manner does it differ from other Real 

Accounts ? 
h. Bills Receivable and Bills Payable. Of what use are they, and 
how kept so that they may be intelligible? 
Define and state the uses of the following Accounts : 
i. Capital 
j. Revenue. 

k. Trading (or Merchandise). 
1. Loss and Gain, 
m. Surplus, 
n. Deficiency. 

3. Trial Balance. 

a. Describe the same, and its uses. 

b. Do you consider its use necessary? 

4. Balance Sheet 

a. Wherein does it differ from the trial balance? 

b. Is the trial balance essential to the making of the balance sheet, 

and if so, why? And if not, why not? 

c. Assuming that there is more than one form of balance sheet, name 

those that you know of, and state wherein they differ from each 
other. 

d. State on which side the assets should be shown; also which side 

the liabilities should be shown, and state if the same rule applies 
to all forms of balance sheets, and if not, why not? 

5. Assets. 

a. Define same in general terms. 

b. Name two kinds. 

c. Define the first one that you have named. 

d. Define the second one that you have named. 

e. Bad or doubtful (accounts)— how should they be treated at the 

close of a fiscal period? 
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6. Liabilities. 

a. Define same in general terms. 

b. Name two permanent or ixed liabilities, 
c What is a contingent liability? 

d. Name one. 

7. Fixed Charges. Operating Expenses. 

a. Define fixed charges, and name three kinds. 

b. Define operating expenses, and name three kinds. 

& Debit 

a. Define same in general terms. 

b. Why is the word To nsed in connection therewith, and is its use 

necessary? 

9. Credit 

a. Define same in general terms. 

b. Why is the word By used in connection therewith, and is its use 

necessary? 

10. State your opinion briefly as to the merits or the demerits of 

a. Bound books of account 

b. Loose leaf books of account. 

c Special rulings in books of account 

d. Private ledger. 

e. General ledger. 

f. Card ledgers. 

g. The journal; do you consider its use necessary? 



Practical Accounting. 

I. A certain concern, consisting of two partners — ^Mr. A. and Mr. 
B.— have been doing business for several 3rears, keeping their books by 
Single Entry, At the dose of a certain fiscal period— say July i, 1904-— 
It was found that the business was worth, or that the net investment was, 
$18,548.03. At this time the owners (Mr. A. and Mr. B.) concluded to 
offer the business for sale; also to continue the business until such time 
as a purchaser may be found. 

It is not known what the specific interest of each partner is. After 
failure to find a purchaser who would take over the entire business, Mr. 
A. sold his entire undivided interest to Mr. C, and Mr. B. sold his entire 
undivided interest to Mr. D., and it is not known ''how much" Mr. A. 
received from Mr. C, nor is it known " how much " Mr. B. received from 
Mr. D. 

Messrs. C and D., the purchasers, " came together," and mutually agreed 
to become co-partners and carry on the business, each on an equal basis, 
as to ownership, and also as to the sharing of losses or gains. 
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Messrs. C. and D. ^toolc possession" on August i, 1904, and the book- 
keeper, on being requested to show ''how the business stood" on that 
date, handed Messrs. C and D. the fc^wing, which he (the booUceeper) 
ctUed a financial statement : 

Bookkeeper's Staikment. 

Vahie of Real Estate and Buildings $25,000.00 

Value Plant, Machinery, Fixtures, etc 5*285.76 

Prudential Insurance Company — 

First Mortgage $10,000.00 

Accrued Interest 125.00 

10^125.00 

Samuel Sloane — 

Second Mortgage $3,000.00 

Accrued Interest 56.25 

3i056.25 

William Wilson— 

Third Mortgage $3,000.00 

Accrued Interest 56.25 

3*056.25 

Metal Merchandise, per Inventory 6,37775 

Wood Merchandise, per Inventory 1,916.28 

Stable Supplies, per Inventory 10.00 

Cash 198.28 

Sundry Customers owe to Messrs. A. and B 71607.70 

Value Horses, Trucks, Harness, etc i»475*oo 

Our Notes Outstanding amount to S752.33 

Messrs. A. and B. owe on Open Account to Sundry 

Creditors 3*6i5*Oi 



$73475.60 



Messrs. C. and D. are satisfied as to the items and the amounts in the 
foregoing ''statement," but they desire to have the matter "put in" a 
dear, concise form, so that a new set of books may be opened and started. 
Double Entry. They wish to have and to know: 

First The assets. 

a. Properly classed. 

b. Amount of each class (or debtor), 
c Gross amount 

Second. The liabilities. 

a. Properly classed. 

b. Amount of each class (or creditor). 

c. Gross amount 
Third. Investment 

a. Each partner. 

b. Total investment 
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Fourth. Between July ist and August ist had the business been run at 

a loss or a gain, and how much in either case? 
Prepare a financial statement, such as 3rou consider will meet the re- 
quirements of Messrs. C and D. and that will enable the new bookkeeper 
(whom we will consider is skilled in his profession) to properly open the 
new books on double entry plans. 
Add to your financial statement a proper certificate and sign the same. 
John Doe. Number (Here put your own number). 

2. Trial Balance. 

Messrs. C & D. at the close of business on August 31, 1904: 

L.F. 

I. Mr. C $11,126.96 

3. Mr. D 11,126.95 

5. Real Estate and Buildings $25,000.00 

6. Plant, Machinery, Fixtures, etc 5»385.76 

8. Horses and Trucks M75-oo 

10. Cash 1355.86 

12. Metal Merchandise 7*507.62 

ao. Wood Merchandise 3>95i.io 

28. Bills Receivable— Notes 162.86 

50. Management (Salaries, etc) 963.50 

34. Rent, Heat, Light, Power 118.40 

39. Factory Expense 83.78 

44. Office Expense 164.09 

48. Stable Expense 270.03 

52. Insurance 745^3 

56. Interest 38.84 

58. Discounts for (Tash Payments 184.31 

62. Prudential Ins. (To., Mortgagee I0» 125.00 

63. Samuel Sloane, Mortgagee 3*056125 

64. William Wilson, Mortgagee 3*056.25 

65. Bills Payable— Notes 7*045.57 

7a Sales of Metal (joods 3*353-94 

76. Sales of Wood Cioods 2,400.29 

Accounts Receivable, Customers 7*276.89 

Accounts Payable, Creditors 3t78&o6 

$55*083^7 $55*083.27 
Inventory Shows — 

Metal Merchandise on Hand $6,000.00 

Wood Merchandise on Hand 4,000.00 

Coal on Hand 50.00 

Office Supplies on Hand 25.00 

Stable Supplies on Hand 25.00 

Insurance, Unexpired Premiums 5oaoo 

Total $ io,6oaoo 
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From the foregoing trial balance prepare : 

1. Balance sheets. 

a. Working paper form. 

b. Continental or technical or report form. 

c. Show net gain or loss for August, 1904. 

d. Show each partner's share of the loss or gain. 

e. Show each partner's investment. 

f. Show total investment or capital. 

2. Loss and gain statement 

3. Financial Statement, after closing books. 

4. Recapitulation, showing: 

a. Mr. Cs investment, before closing books. 

b. Mr. C's share of the loss or gain. 

c. Mr. C's investment, on September i, 1904. 

d. Mr. D.'s investment, before closing books. 

e. Mr. D.'s share of the loss or gain. 

f. Mr. D.'s investment, on September i, 1904. 

g. Net gain or loss for August, 1904. 

h. Amount of capital invested in the business on September i, 
1904. 

3. Messrs. C and D. desire that their ledger shall show all the transac- 
tions with their creditors — i. e., purchases and payments with each 
creditor. 

Naturally, the bookkeeper wishes to so arrange his books as to accom- 
plish the desired end with the minimum of labor. 

a. What would you recommend? (Use as a basis foregoing trial 

balance.) 

b. What would you name your plan? 

c What general instructions would you give to the bookkeeper to 
enable him to properly maintain your "plan" after its installa- 
tion by you? 

4. How would you arrange or prepare a special cash book for this 
same business or concern to reduce labor, but in no way impair efficiency? 

a. Illustrate the arrangement of the debit side. 

b. Illustrate the arrangement of the credit side. 

c Give general instructions as to "keeping" and as to "dosing" the 
same. 

5. Messrs. C and D., finding the business profitable, and wishing to 
extend or increase the business, are compelled to procure additional cap- 
itaL Three of their friends — Messrs. K, F. and G. — stand ready to sup- 
ply the money, but suggest incorporating under the laws of New Jers^, 
which suggestion is agreed to, and on the following basis: 

£., F. and G. agree to organize and incorporate a joint stock company, 
at their own expense, capital $100,000, and buy the entire business from 
C and D. 
191a 

295 



Digitized byLjOOQlC 



Accountancy Problems and Solutions. 

Capital $100,000, i,ooo shares, par value $100, full paid and non- 
assessable. 

C to have for his interest in the business 150 shares. $15,000 

D. to have for his interest in the business 150 shares. IS/XX) 

R to purchase for cash at par 150 shares. 15,000 

F. to purchase for cash at par 150 shares. iSfiOO 

G. to purchase for cash at par 150 shares. iSfiOO 

All agree there shall be treasury stock 250 shares. 25,000 

Full paid and non-assessable, which at any time may be sold to procure 
additional working capital. 

As soon as the company begins business (the incorporators and Messrs. 
C and D. having so agreed previously) intend to and do pay on Septem- 
ber I, 1904, the mortgages, the mortgagees each for himself having agreed 
to the arrangement 

The cost of incorporating the company amounted to $500.00. 

All preliminary arrangements were made prior to, and the company 
came into existence on, September i, 1904. The company immediately 
paid off the mortgages, opened a new set of books, using the same values 
as per C. & D.'s financial statement of September i, 1904. 

a. Prepare a financial statement which will show the condition of the 

company before " starting in to do business," but taking into ac- 
count the transaction of payment of mortgages. 

b. How was the full capital stock made "full paid and non-asses- 

sable"? 

c. In what manner is the $25,000 converted into treasury stock? 

d. Why has good will account been opened? 

e. Prepare a list of stockholders, showing holdings of each. 

6. Statements. 

a. Name four kinds. 

b. Briefly define the first one that yoa have named. 

c Briefly define the second one that you have named. 

d. Briefly define the third one that you have named. 

e. Briefly define the fourth one that you have named. 

7. Ledger. 

You wish to so keep your accounts that at any given time you may 
readily ascertain the aggregate balances due from your customers and the 
aggregate balances due to your creditors, without taking the time to list 
tlie same (customers and creditors), and at the same time jrou wish to 
maintain your ledger in perfect balance. 

a. How would you arrange your ledger or ledgers? 

b. How would you name the ledger or ledgers? 

c How would you maintain the balance of the ledgers or make it 
possible to balance or prove one ledger independent of the other 
ledgers? 
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& Analysis of a Ledger, 
a. Give two reasons why the making of an anlysis of a ledger becomes 

necessary. 
K State briefly faow you would proceed to make an analysis of a 
ledger. 

g. Banking. 

a. You have received and deposited a check in your bank. Briefly de- 

scribe its course through your bank and to its " home bank,'' and 
thence to the drawer or maker of the check. Assume the check to 
be drawn on The Chemical National Bank of New York, but 
sent by your bank to the American Exchange National Bank, the 
American Exchange being the New York correspondent of your 
bank. 

b. What is the purpose of the discount tickler? 
c What is the purpose of the collection tickler? 

la Commercial Arithmetic 

a. Define equation or averaging of accounts. 

b. What is the equated time for the payment of the balance of the 

following account (30 days to the month and 6% per annum) ? 

Dr. Henry M. Doremus. Cr. 

1904. 

Mar. 16. Mdse. 4 months.. $444.57 1904. 

Mar. JO. Mdse. 60 days... 376.82 July i. Cash $400.00 

Apr. 20. Mdse. 30 days... 712.19 July 2a Cash 37S-00 

May 17. Mdse. 4 months.. 628.75 Aug. 16. Cash 700.00 

May 28. Mdse. 4 months.. 419.31 Aug. 3a Cash 600.00 

c Henry M. Doremus desires to settle the above account on Sep- 
tember 13, 1904. What amount of money shall he pay? 
II. Building and Loan Companies. 

a. State briefly the primary objects of building and loan companies. 

b. What protection does the State afford to such companies? 

c To whom are the funds of building and loan companies loaned ? 

d. Is it customary and necessary to keep an independent ledger ac- 
count with each member, showing his payments of dues, etc, and 
dividends, etc.? And if not, why not? 



Giinmercial Law. 

I. Contracts. 

a. Name the primary elements of a contract. 

b. What is a valuable consideration? 

c How many parties are necessary to the making of a contract? 
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2. Partnership. 

a. Who may become partners? 

b. What is a partnership, and how formed? 

c. Profit and Loss. In case of no specific agreement as to division, 

how would the same be divided as between partners? 

3. Corporations. 

a. What is a corporation? 

b. Name the parties to a corporation, 
c What is a franchise? 

d. State briefly how you would proceed to organize a corporation in 

the State of New Jersey. 

4. Interest and Discount 

a. What is interest? 

b. What is discount? 

5. Insurance. 

Define same in general terms. 

6. Distribution of Estates of Persons Deceased. 

a. What is a will? 

b. How many kinds of wills are there? 
c Name two kinds. 

d. What constitutes the probate of a will? 

e. Where there is no will, how is ^e estate of the deceased cared for 

and distributed? 

7. Legal Terms. Define the following: 

a. Acceptance. 

b. Accommodation Paper. 

c. Adjudication. 

d. Alteration. 

e. Attorney in Fact. 

f. Blank Endorsement. 

g. Escrow. 

h. Ultra Vires. 

8. How can interest be calculated on a sealed note in the following 
words? 

I promise to pay to A. B. or his assignee one thousand dollars, for 
value received, and to pay interest annually. 

The note is not paid for five years. Does the interest, which is to be 
paid annually, become principal and bear interest? 

9. What is a Receiver? — i. e., define the same. 
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la Miscellaneous. 

a. What makes a note or draft negotiable? 

b. Is it necessary under all drctimstances to protest a note or draft 

if not paid when due? 
c What is gained, if there is any gain, by protesting notes, etc? 

d. Can a building and loan company (of N. J.) borrow money? And 

if so, how? 

e. What is the legal rate of interest in New Jersey? 



1. The general business public frequently make no distinction as be- 
tween a bookkeeper and an accountant. What is the distinction? Define 
ia your own words : 

a. A bookkeeper. 

b. An accountant 
c An auditor. 

d. A practicing public accountant and auditor. 

2. A business man sends for you and talks to you thus : " I want my 
books and accounts examined. I am informed and believe them to be all 
right, but I want to be assured of it beyond doubt I also want to know 
the condition of my business, as the books show the same, at this date. 
I also want to know if the business has made money or lost money, and 
in either case what amount What will the " job " cost me, and how long 
win it take to find out? " 

a. How would you deal with such a case? 

b.What would you require to have furnished to you so that you could 
ascertain the facts wanted? 

3. Goodwill 

a. What is good wOl? 

b. What part does it play in corporations ? 

4. Partnership Settlement 

Three gentlemen have been associated as partners in a certain manu- 
facturing enterprise. At the close of the year they desire an honest and 
lair adjustment of the result and division of the resulting gams. Th^r 
have agreed to abide by your decision. They furnish you the following 
facts: 

1. Anderson, Brown & Cristy are equal partners in a manufacturing 

enterprise. 

2. Each partner to receive 6% interest on his average investment 

3. Christy, as superintendent, to receive yearly salary of $3,000. 
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4. Brown keeps a general store, at which the operatives deal, and 

Brown has agreed to allow Anderson and Cristy 5% on his saki 
to the operatives. 

5. Brown's sales to the operatives amounted to $i»575. 

6. Anderson to receive for his services aa selling agent 10% on tlie 

net profits as existing before his percentage is taken. 

7. Anderson's average investment for the year is $9^75a 

8. Brown's average investment for the year is $S750- 
g. Crist/s average investment for the year is $5,000. 

10. Leaving out the interest, salary and Anderson's and Cristy's per- 
centages, the net gain for the year is $isooa 
What share of the $15,000 is each partner entitled to? 
Prepare a sheet that will show imder separate heads: 
Accounts, with items, of Anderson, Brown, Cristy. Distribution of 
the gaiiL 

5. a. How would you "treat and proceed" in an examination of ac- 
counts receivable as to classing same as good, doubtful, and bad? 

b. What books and papers would you demand, and how would ymt 
"treat" the same, were you called in to make a first audit? 

c. How would you proceed if called in to make a second or later autt 
of the same books, etc.? 

6. How would you "treat" such accounts as the foUowiagr if clodns 
the books at a certain period, with a view to ascertaining the loss or gwi? 

a. Insurance premiums paid in advance. 

b. Real estate, as to taxes, asaessments, etc 

c Mortgages, notes and other paper as to interest 

7. What is your idea of the proper and a just charge or compemft-^ 
tion, just as 

a. To the employer and the employee, for jtovlt services as a certified 

public accountant? 

b. The services of a first assistant? 
c Other assistants? 

8. State briefly how you would proceed if called in to audit and 
a financial statement of 

a. A national or State bank of deposit and discount 

b. A savings bank. 

c. A building and loan association. 

d. An insurance company. 

e. A mercantile or manufacturing business (partnership). 

f. A corporation. 

9. a. As a certified public accountant and auditor, what woold be 
relation with your client? 

b. To what extent do you consider that you should hold yoursdf i 
sponsible for your work as an accountant and auditor? 
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la a. Wxite soch a certificate as you wotdd oonsider proper where all 
tiie facts and figures were at your command and where you had in no 
way heen hampered in your work. 

h. A certificate, where certain facts had been furnished to you with a 
statement that the certain facts were satisfactory to all parties concerned* 
a&d the balance of facts or information you had "gleaned" for yoursell 

c Wfite .up a ktter of introduction to be signed by your client of New 
Ywk^ who has change of a large mercantile establishment One of his 
clerks, a man of excellent character and ability, is about to leave him for 
California. He desires a general letter of introduction. Write a letter 
which shall be specific as to his qualifications, and general in its appeal 
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The State Board of Accountancy of Washington. 
Ezaminatioii Questions. 
August 6, 7 and 6, 1906. 

Extract from Rules of ths Board : — 

Rule io-— "The Board will grant certificates only to those anilkami 
. . . who shall correctly answer at least 75 per cent of all the gaestknis 
on each and every subject of examination/ 



Theoiy of Accounts. 
Thunday, August 6—9 A. M. to 12.30 P. M. 

Answer Six Questions, 

1. (a) Define Gross Profit 

(b) Define Net Profit 

(c) Without using figures, draft a profit and loss account in wldcli 
gross profits are distinguished from net profits. 

2. What general principles should be observed in differentiating be- 
tween capital and revenue expenditure? 

3. A corporation having acquired a manufacturing plant, discards^ 
shortly after its acquisition, a large portion of the machinery and replaces 
it by machinery of a more modem type, (a) What do you consider is 
the correct method of dealing on the books with the book value of tlie 
discarded machinery? (b) Do you consider that it would be proper for 
the corporation to pay dividends until the book value of the discarded 
machinery had been written off out of profits ? Give full reasons for your 
answers. 

4. (a) Arrange a plan for keeping a private ledger with which tiie 
general ledger will agree and yet in no way reveal the contents of tlie 
private ledger. 

(b) What matters are usuaUy recorded in the private ledger? 

5. Describe the nature of the following accounts: 
Consignment 

Trading. 
Suspense. 
Construction. 
Subscription. 
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6. (a) What should be done regarding the books on the admission of 
a new partner into a firm? 

(b) What entry or entries should be made (i) when cash is invested 
in the business by an incoming partner? (2) When a specified amount is 
paid by an incoming partner to the old members personally for a share 
in the business? 

7. What should be the procedure in ascertaining the value of stock on 
hand at the time of a fire, the financial books being intact and showing an 
inventory taken four months before the fire? Without using figures, 
draft a statement in the form you would consider most suitable for setting 
forth your findings. 

8. After appraisement, a manufacturing corporation increases the book 
value of its real estate to the appraised figure, carrying the amount of the 
appreciation to undivided profits account. Shortly afterwards the corpora- 
tion declares a dividend, to pay which a part of the real estate apprecia- 
tion is required. Do you consider that the corporation is justified in treat- 
ing appreciation of real estate as an earned profit (assuming the real 
estate to be used for the purpose of the business) and in paying that ap- 
preciation out as dividend? State fully reasons for your answer. 



Practical Accountmg — Part I. 

Thursday, August 6—2 P. M. to 5.30 P. M. 
Answer Two Questions, 

Notice to Candidates: 

The board has decided, in connection with the practical accounting pa- 
pers set at the present examination, that correct answers to 66 2-3 per 
cent (or two out of three) of the questions asked will constitute a pass. 

I. A. & B. were partners trading under the name of A., B. & 0>. June 
30, 1908, the following balances appear on their ledger: 

A^ Capital Account $70,000 

B., Capital Account SOyOOO 

Real Estate 22,000 

Buildings 20fioo 

Machinery and Tools 44>ooo 

Furniture and Fixtures 2,000 

Accounts Receivable 50,000 

Cash 7fioo 

Materials and Merchandise 53iOOo 

Accounts Payable 35fOOO 

Bills Payable 48,000 

Bills Receivable 5,000 

303 

Digitized byLjOOQlC 



AccotmUmcy Problems and Solutions. 

On June 30^ 1906^ die business is incorporated as die X. Company, on 
the following plan : 

1. Capital stock $150^000. 

2. X. Company takes over entire assets and liabilities of A., 6. & Co. 
at the book figures as above, except (a) real estate of the book value of 
$5,000, which is retained by A., B. & Co.; (b) the accounts receivable, 
which are taken over at $48^000, and (c) the capital accounts of the 
partners. 

3. X. Company pay A., B. & Co. $30,000 ior the good will of the bttsi- 



4. Payments to A., 6. & Co. are made as follows: viz., $50,000 in ist 
mortgage bonds, and the balance in capital stock of the X. Company. 

5. After paying off A., B. & Co. the remainder of the capital stock is 
sold for cash to sundry persons. 

The real estate which is retained by A., B. & Co. is bought from A,. B. 
& Co. by A. for $7,000 and is to be charged to A.'s capital account 

After the con^iletion of the forgoing described tsansaetions A. & B. 
dissolve partnership. 

You are required: 

(a) To prepare closing entries for the books of A., B. & Co. 

(b) A statement setting forth the partners' accounts down to their 
final closing, beginning with the balances shown by the books on June 

(c) Opening entries for the X Company. 

2. Smith, Brown and Jones agree to join in partnership for the pur- 
pose of working a patent The patent is the properly of Jones. 

Smith puts into the business in cash $10,000, and Brown $i5/xxx Jones 
has no cash capita], but his patent and machinery are taken in as the 
equivalent of $7,500, and $2,500, respectively, and are credited to his cap- 
ital account accordingly. The life of the machinery is estimated at ten 
3^Hirs, and the patent has fifteen years to run. Half of the annual de- 
preciation on the patent and machmery is to be diarged against Jonee* 
drawing account Jones is to draw $100 per month as manager of the 
business, and is to have one-third of the net profits (subject to deprecia- 
tion as above), the remainder of the net profits to go two-fifths to Smith 
and three-fifths to Brown. 

The profits (before charging management salary and depreciation on 
machinery and patents), and the drawings, are as follows: 

1906 T907 T908 

Profits $7iSoo $10,000 $20^000 

Drawings by Smith 1,000 750 iakm» 

Drawings by Brown i,S0O 1,000 1,290 

Drawings by Jones (in excess of salary and be- 
fore charging him with depreciation) 500 400 490 
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You are required to 

(a) Prepare final profit for each year, showing distribution of net 
profits to the partners. 

(b) Prepare capital accounts of the partners for each year. 

(c) Prepare patent and machinery accounts for each year. 

Note. — ^In answering this question it is not neoessary to show joomal 
entries. Interest on capital is not to be considered. 

3. The firm of C. & D. carry on business as dry goods merchants at 
Stt&ttle and Tacoma, and decide to dissolve partnership on Dec. 31, 1907. 
At that date their balance «heet was as follows : 

Assets. 

Cash $100.00 

Merchandise — 

At Seattle $12,000 

At Tacoma 7,250 

iS^50.oo 

Aecmmts Receivable 17,000.00 

Furniture and Fixtures — 

At Seattle thTOO 

At Tacoma 1,100 

2^00.00 

Good Wai 3^000.00 



$42,150^ 



Overdiaf t $1,050.00 

Accounts Payable iK,ioaoo 

Cb Capital ao^ooaoo 

D.'« Capital xo,ooaQo 



$4^150^ 



The partners divide in proportion to their respective capital investment, 
and agree that at the date of dissolution C shall take over die merchan- 
dise and furniture at Seattle, and D. the merchandise and furniture at 
Tacoma, at the values shown in die above balance sheet The accounts 
receivable realize $16,000, and all the liabilities are paid less $300 discount 
on accounts payable. 

The realization is completed by June 30, 1908, and you are required to 
continue all the accounts appearing in the balance sheet up to and includ- 
ing that date, and to show the final dosiiq: of the accounts (including, 
those of the partners). 
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Practical Accounting — Part 11. 

Friday, Augut 7—9 A. M. to 12.30. P. M. 
Answer Two Questions. 

Notice to Candidates: 

The board has decided, in connection with the practical accounting pa- 
pers set at the present examination, that correct answers to 66 2-3 per 
cent, (or two out of three) of the questions will constitute a pass. 

4. The following balance sheets of the firm of X. & Y. are submitted 
to you for investigation and criticism by a client who has been invited to 
purchase an interest in the business : 

Assets. 

Dec. 31, 1906 Dec 31, 1907 

Furniture and Fixtures $7,ooo $8,000 

Accounts Receivable 30,000 50,000 

Merchandise 25,000 58,000 

Cash 6,000 8,000 

Real Estate 15,000 18,000 

Buildings 25^000 25,000 

Bills Receivable 5,000 10,000 

Total Assets $113,000 $177,000 

LiABmnss. 

Capital $53fOOO $67,000 

Accounts Payable 35,ooo 65,000 

Real Estate Mortgage 5,000 5,000 

Billa Payable 20,000 40,000 

Total Liabilities $113,000 $177,000 

As a result of your enquiries you ascertain the following facts : 

1. The business has been established under the present ownership four 
years. 

2. The sales and profits as shown by the books have been : 

Year ending Gross Net 

Dec. 31 Sales Profits Profits 

1904 $150,000 $22,000 $10,000 

1905 230,000 29,000 15,000 

1906 270,000 32,000 17,000 

1907 340,000 37iOOO 22,000 
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3. The book value of real estate was written tip in 1907 $3,000, which 
was treated as profit for that year. 

4. Of the accounts receivable Dec. 31, 1907, $3,000 were bad. Of this 
amount, $2,000 related to 1907 and $1,000 to 1906 business. 

5. There was omitted from the Dec. 31, 1907, inventory $2,000 of mer- 
chandise which had been paid for, and there was included in the same 
hiventory $1,000 which had not yet been entered on the books. 

You are required to make in the profit and balance sheet figures as 
above stated such adjustments as you may consider necessary, and to ar- 
range the adjusted balance sheets in the form best calculated, in your 
opinion, to give a clear view of the condition of the business at the close 
of each of the two years. 

You are further required to make a brief report to your client comment- 
ing on or calling attention to any points you may think it desirable to 
bring especially before his notice. 

5. The Republican Asphalt Contracting Co. is forced into liquidatimi ; 
and the Receiver, when taking possession, finds the books of account to 
show: 

LlABIUTIES. 

Bills Payable $18,000 

Creditors' open accounts 75»S00 

Mortgage on Real Estate and Improvements i7>500 

Mortgage on Contracting Equipment 7,000 

CapiUl Stock Subscribed $100,000 

Less not paid up 2,500 97,500 

$215,500 

Assets. 

Cash in Bank and Office $700 

Bills Receivable 4,300 

Debtors' Accounts 8,200 

Bonds and Warrants 23,000 

Real Estate and Improvements 35iOOO 

Manufacturing Plant 24,000 

Contracting Equipment 14,000 

Uncomplete Contracts (Cost) 41,000 

Inventory of Materials and Supplies 3,500 

$153,700 

The bondsmen on the unfinished contract estimate that an expenditure 
of $25,000 will complete the uncompleted contract and realize the contract 
price of $60,000, and their offer of $2,750 for the inventory of material 
and supplies as part of said expenditure, is accepted by the receiver. The 
company owes for personal taxes and adjustment of Employer's Liability 
premiums $175 and $100 respectively, and unpaid labor accounts amonnt- 
ing to $1,700, which amounts do not show on the books of account 
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T%e bills receivable a m oun t ing to $4,300 are pledged as collateral for 
$3,500 due creditors, and $20^000 of the bonds and warrants faaye been 
given as securi^ for $33,000 due creditors. $i,eoo of the biUs receivable 
is subsequently dishonored. 

The receiver finds that $1,100 of the debtor's accounts is collectible. 
The sale of real estate and improvements (book value $35,000) realizes 
$33,500— manufacturing plant 40 per cent of the book value, contracting 
equipment 35 per cent of book value. 

Prepare a statement of a£Fairs and deficiency account 

6. Without using figures, devise forms of periodical financial state- 
ments (to include manufacturing account, profit and loss account, and 
balance sheet) for any manufacturing business with which you are 
feuniliar. 



AuditaQg. 
Friday, August 7—2 to 5.30 P. M. 

Answer Six Questions, 

I. What are the responsibilities of an auditor and what should be his 
qualifications ? 

a. (a) Give some reasons why a firm or ooiporation should limre 
periodical audits. 

(b) What advantage has a firm or corporation in employing a certified 
public accountant for the work? 

(c) How far should an auditor enquire into the work of his pr^ 
decessor? 

3. Draw up a form of certificate you would give where you fottod the 
accounts properly kept Also where accounts .are incorrect 

4. (a) Explain how you would proceed in auditing the affairs of a 
corporation. 

(b) In an audit where an exhaustive examinadon of the books is not 
^nacticabh , what are the particular points to which the attention of an 
auditor should be directed? 

5. State briefly your duties as an auditor in reference to the foUowiaf 
tiers .* 

(a) Mnch nery, the value of which has not been regularly depredated. 
>(b) Loans from bankers. 

(c) Dorbtful debts. 

(d) Good will. 
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6. How would you, as auditor of an incorporated company, aaldsiy 
yourself of tfie existence of shares or bonds given as security for loans to 
the company? 

7. What important items would you look for in auditing accounts of a 
county, a city and a school district? 

8. A firm of export merchants desire a thorough investigation of the 
past year's transactions, having reason to suspect fraud. State concise^ 
upon what lines you would proceed to satisfy yourself that: 

(a) Goods had been taken out of the store on bond in the way shown 
by the books. 

(b) They had been shipped to account of proper consignee. 

(c) That no goods had been removed without being chai^gied. 

(d) That no fictitious entries had been made in the books. 



Conunercial Law. 

Saturday, August 8—9 A. M. to 12.30 P. M. 

Answer Six Questions. 

1. (a) What is an executor? An administrator? 

(b) What are the rights of creditors as against the estate of a deceased 
person? 

(c) Define intestate? 

2. What do you understand by bankruptcy proceedings, and wint e£Fect 
have they on claims of creditors? 

3. What is a garnishment? Who if anybody are exempt therefrom? 

4. What do you understand by exemption of a debtor? 

5. (a) Define a bill of exchange. 

(b) What is the difference between inland bill of exchange and foreign 
bin of exchange? 

(c) Define acceptance as used with reference to a bill of exchange. 

6. (a) Define a negotiable promissory note. 

(b) What is the liability of a general endorser on a promissory nole? 

7. (a) By whom must all contracts, deeds, mortgages, leases and other 
instruments binding a corporation be signed ? And whence do the signen 
derive their authority? 

(b) Explain the manner of issuing and of transferring the capital stode 
of the corporation, and state the principal rights acquired by stockhoUera. 

(c) What is the limit of a stockholder's liability? 

& State the essential feature of a partnership. Must each partner have 
an interest in both profits and losses? 
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The State Board of Accountancy of New York. 
Practical Accountiiig — ^Part I. 

Tuesday, Febniaiy 1. 1910— 1.15 to 4.15 P.M.. only. 

Answer two questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (^) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 25 credits. Papers entitled to 75 or more credits 
will be accepted, 

1. A fire in the office of a finn of traders partly destroyed the books of 
account that had been fully posted in anticipation of proving their cor- 
rectness. The following ledger accounts were found to be l^ble : 

Purchases net $23,000 

Cash discounts lost 3^ 

Cash discounts gained 1,150 

Sales net 18^000 

Bills receivable ii/)00 

Upon inquiry th^ bank balance was ascertained to be 43f<xx> 

Bills receivable had been discounted at the bank, amounting to 15*000 

An inspection of the checks paid by the bank showed amount paid 

creditors, including $20,000 notes payable 33>ooo 

A balance sheet prepared at the last closing of the books and containing 
the following items was produced by one of the partners : 

Cash %2OfiO0 

Accounts receivable 42,000 

Loans receivable 8,000 

Real estate 30,000 

Notes receivable 14,000 

Accounts payable lOfioo 

Notes payable 20,000 

Mortgages payable 12,000 

Inventory i2/)00 

Capital 84,000 

The firm stated that the real estate, loans receivable and mortgages 
payable remained as shown in the balance sheet. 

An inventory of goods in storage amounted to $15,000. 

With this information open a new set of books showing the position of 
the firm at the time of the fire. 

2. The directors of a manufacturing company, before the closing and 
auditing of the books for the half year ending December 31, declared oat 
of the net earnings of the company, a dividend for the half year, of 4% on 
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the preferred stock of $100,000 and 3% on the common stock of $100,000. 
There has been brought forward from the last half year, an undivided 
balance of profit of $4*000 and after the audit of the books the trial balance 
is found to be as follows: 

Tkial Balance Decembek 31. 

Real estate and building. . $32,500 Preferred stock $100,000 

Plant and machinery 40,000 Common Stock 100,000 

Patents and good will. . . . 80^000 Sales 219^175 

Inventory July i 29,000 Notes payable 26,000 

Purchases ^,500 Account payable 14*000 

Labor 88a)oo 

Coal 6,000 

Salaries general 11,000 

Salaries management 5,000 

Insurance 875 

Allowances 6,250 

Freight 1,500 

Discount and interest 750 

Cash in bank 8,000 

Investments i5>5oo 

Miscellaneous expense 4,300 

Bank debts 42,000 

Pfd. stock in treasury. . . . 5,000 

Repairs 1,000 



$459,175 $4S9>I7S 

Stock on hand $26,500. From the above prepare profit and loss and 
income statement and balance sheet, giving effect in accounts to depreda- 
tion at the rate of 7^% a year, on plant and machinery, and making an 
allowance of 5% on the book debts to provide for bad debts; also create a 
liability in the balance sheet for dividend as stated. 

3. A. B., a commission merchant, doing business on 5% basis, hands 
you the following abstract of his ledger, showing his transactions for the 
year; furnish A. B.'s capital account, showing his original investment, a 
balance sheet and a detailed cash account 

Sales $22,500 $30,000 

Freight 1,050 700 

Claims and allowances on settled accounts only 300 750 

Expense 450 

Customers' accounts 30,000 22,500 

Creditors' accounts i9»975 I9il)25 

Cash 29,500 20475 

Discounts lost 200 
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TuAL Balance 

Saks $22,500 $30^000 

Freight 1,050 700 

Qaims and allowances 300 750 

Expense 450 

Customers' accounts 30><»o 22,500 

Creditors' accounts i8,975 19,925 

Cash 29,500 20,475 

Discounts lost 200 

Commission account, 5% on $22,500 1,125 

Capital 7,500 

$t02,97S $102,975 

Account Sales Rendered. 

Sales $22,500 

Charges : 

Freight $700 

Gaims and allowances 750 

Commission, 5% 1,125 2,575 

Net proceeds credited to shipper's account $19,925 



Practical Accounting — Part 11. 

Wedii€silay,Febniary 2. 1^910— 9.15 A.Mto 12.15 P. M.. only. 

Answer two questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but unite 
answers only, designating by number as in question paper. Check (»^) 
the number of each one of the questions you have answered. Each com-- 
plete answer will receive 25 credits. Papers entitled to 75 or more credits 
will be accepted, 

4. Broad, Beaver & Co., Cotton Oil Brokers (monbers of P. £. C 
Ass'n), trade in cotton oil options for their own account 

The following transactions appear on thek books for to-day's trading: 

Purchases from Clearing House Brokers. 

Per 100 lb 

Carpenter, Bagot & Co 400 bbL, January delivery, price $7x0 

Morgan, Ryan & Co 600 " March " " jm 

do 500 " June " " 7.» 

William Commission Co 500 " July " " 6j90 

100 " " " " 6.92 
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Sold to Cleasino House BftOKXRS. 

Carpenter, Bagot & Co. 400 bbl., January delivery, price $7.03 

Morgan, Ryan & Co 500 " March " '* 7.2a 

do 700 " June " " 7.19 

William Commission Co 100 " July " " dgs 



Clearing House Closing Prices. 

January $7.02 

March 7.22 

June 7.20 

July 6.93 

Note— Each barrel is considered as containing 400 lb of oiL 
Show transaction in all the books and a profit and loss account, taking 
the inventory at closing prices. 

5. The output of the A. B. C Coal Company for the year ending De- 
eember 31, 1899, was 1,567,833 tons and the trial balance of that date was 
as follows: 



Plant, machinery, etc 

Construction (in proc- 
ess) 

Bills receivable 

Accounts receivable... 

Cash 

Materials (10% in- 
ventory) 

Cbal on hand, Jan. i, 

1899 

Wages 

Supplies (10% inven- 
tory) 

Injuries to persons.... 

Sabries 

Insurance 

Taxes 

Office expenses 

Legal expenses 

Dividends 

Rentals and royalties. 

Freight outward 

Horse and wagon hire 

Allowances 

Miscellaneous 



$5,000,000 

85,790.50 
63,000 
21,650.29 
98,752.31 

14535320 

12,750.36 
1,973,376.89 

389,402.20 
10,000 
45,750 
20,482 
26,597-40 
29,872.50 
36,731.09 
150,000 
262,530.20 

361,951.17 

109,532.10 

94,321.60 

8,750.21 

$8,947,094.02 



Capital stock 

Sales 

Accounts payable. 



$5,000,000 
3357,642.76 
89,451^ 



$8,947,094.02 
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Coal on hand, per inventory, $15,86270. 

From the foregoing prepare a balance sheet, and income and profit and 
loss accotmt, the latter to show gross earning and net earnings. 

6. The Virginia Coal Co. was originated on January i, 1906, began 
operations about January 7, 1906, and kept an ordinary set of books (by 
double entry) but did not close their accounts at the end of any fiscal 
year. 

After an examination and verification of all accounts stated in the trial 
balance they are accepted as correct, except that termed " Sinking Fund 
Payments" ($22,500). 

The mortgage securing bonds to the amount of $200,000 contains a sink- 
ing fund clause providing that the company shall deposit semi-annually 
with the Sinking Fund Trustee 5c per ton on all coal mined; such pay- 
ments shall be made to trustee during January and July of each year for 
the preceding six months' period. Money so deposited is to be applied, as 
soon as practicable, to purchase bonds at not exceeding 115 and accrued 
interest; compensation and expenses of trustee are also to be paid from 
the Sinking Fund. Bonds, when redeemed, cannot be canceled but are 
to be held by trustee, who shall collect the semi-annual interest thereon 
and apply to the same purposes as the 5c per ton payments. 

Bonds are dated January i, 1906, run for 20 years and bear interest at 
6% per annum, payable January i and July i of each year. 

Payments to Sinking Fund Trustees (the (kneral Trust Co.) have been 
as follows: 

July 27/06. Payment for 6 mo. ended 6/30/06, 5c per ton on 

120,000 tons $6,000 

Jaa 24/07. Payment for 6 mo. ended 12/31/06, 5c per ton on 

150,000 tons 7,500 

July 28/07. Payment for 6 mo. ended 6/30/07, 5c per ton on 

180,000 tons 9,000 

$22,500 



On January 30, 1908, the company paid to the (General Trust Co. (S. F. 
Trustee) $5,500 for Sinking Fund payment for the 6 mo. ended Dec 31, 
1907, being 5c per ton on z 10,000 tons. 

The General Trust Co. submitted statement of receipts and disburse- 
ments for account of the Sinking Fund to date (January 31, 1908) as 
follows : 

Cash Received to Dec 31/07. 

July 27/06. S. F. deposit for 6 mo. ended June 30^ 1906, 120,000 

tons at 5c $6^000 

Jan. 5/07. Jan. /07 coupons on 5 bonds 150 
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Jan. 24/07* S. F. deposit for 6 mo. ended Dec 31, 1907, 150,000 

tons at sc 7,500 

July 3/07. July /07 coupons on 12 bonds 360 

July 28/07. S. F. deposit for 6 mo. ended June 30/07, 180^000 

tons at 5c 9,000 

$23,010 

Cash Disbtjrsements to Dec. 31/07. — 

Aug. 16/06. Bonds redeemed— 5,000 at no $5,5oo 

Commission at %% 12.50 

Accrued interest 37-50 

$S,SSO 
Feb. 15/07. Bonds redeemed: 

4,000 at 108 $4*320 

2,000 at no 2,200 

1,000 at 112 1,150 

$7,640 

Commission 17.50 

Accrued interest 52.50 

$7,710 

Aug. 12/07. Bonds redeemed: 

9,000 at 90 $8,100 

1,000 at par 1,000 

$9,100 

Commission 250 

Accrued interest 70 

9A20 

Dec. 31/07. Compensation of trustee $100 

Advertising 50 

150 

$22330 

Cash balance in hands of trustees Dec. 31/07 $180 

Received in January, 1908, viz. : 

S. F. deposit for 6 mo. ended Dec. 31/07, 110,000 

tons at 5c 5i500 

Jan. /06. Coupons on 22 bonds in S. F 660 

Interest allowed on balance to 12/31/08 100 

6,260 

$6440 

Prepare entries to state properly on the books of the Virginia Coal Co. 
all Sinking Fund transactions. 
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WednetcUy. Febmaiy 2. 1910— 1.15 to 4.13 P. M.. onlf. 

Answer lo questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (i^) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive lO credits. Papers entitled to 75 or more 
credits will be accepted, 

1. An insurance company buys $50,000 7% 10 year bonds at 116 for 
investment The bonds will mature at the expiration of 5 years. How 
should this purchase be entered in the balance sheet? What should be 
done with the premium? 

2. If in the course of an audit it appeared that capital expenditures had 
been charged against profit and loss account or items of expense charged 
against improvement account, what should the auditor do in respect to 
such charges? 

3. What entry should be made in the books of a company of goods sent 
out on consigment? When goods have been sold and the consignee sends 
in his account sales, what entries should be made? 

4. A company has caused a revaluation to be made of its plant, ma- 
chinery and buildings, and the new values are found to be greater than the 
book values. How would you treat such excess in (a) the balance sheet, 
(b) the profit and loss account? 

5* In auditing the books of a corporation the president's salary account 
was found to have been credited with a bonus of $5,000 for "extra 
services." Under what conditions would you pass this entry? 

6. An annual audit of the books of a copartnership whose fiscal year 
closed with the calendar year, was begun on January 26, 1909. How would 
you proceed to prove statement of cash as per their tn'al balance? 

7. How should an auditor ascertain if the following assets appearing: 
in balance sheet, have been taken at a fair value: (a) merchandise, (b) 
machinery, (c) real estate? 

8. What account should be charged with discount on bonds sold for 
construction and the expense of disposing of such bonds? Give reasons. 

91 Is it the duty of an auditor of a bank actually to inspect the 
securities representing the bank's investments? Why? 
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la An auditor who is employed to close the accounts of a firm and 
prepare a balance sheet, finds that the current work is behind and that no 
trial balance has been effected for over a year. How should he proceed? 

11. Would the auditor of a firm or corporation be warranted in revis- 
ing the form and wording of a balance sheet before attaching his certificate? 
Why? 

12. Is it necessary to verify the stock ledger of a corporation? Why? 

13. The preferred stock of a corporation is entitled to cumulative 
dividends of 7% a year. The company has paid dividends on this stock 
at the rate of 5% a year for 10 years. How should the arrears (of 
dividends appear on the balance sheet? 

14. Suggest a system for keeping a petty cash book and petty cash 
vouchers. Give forms. 

15. Are there in your opinion any reasons in favor of continuous audit- 
ing? If 80| give such reasons. 



Theory of Accounts. 
Tuesday, Febniaiy I, 1910— 9.15 A. M. to 12.15 P. M. only. 

Answer 10 questions hut no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write 
ansufers only, designating by number as in question paper. Check {t^) 
the number of each one of the questions you have answered. Each com' 
plete answer zvill receive 10 credits. Papers entitled to 75 or more 
credits wHl be accepted. 

1. Define and differentiate the following kinds of statements: (a) 
trail balance, (b) balance sheet, (c) statement of assets and liabilitieSt 
(d) statement of affairs. 

2. Explain the purpose and the manner of keeping a private ledger of 
a firm or corporatioa 

5. A. has exhausted his credit with B. He needs further accommoda- 
tion to the extent of $2,500, to obtain which he gives B. a three months 
draft on C. for $2,5oa This is $1,000 more than C owes A. To adjust 
this difference C draws at four months on A. for $i,ooa Assuming that 
the drafts have been aocepted by the respective parties, itste what entries 
his books should show. 
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4. Mention the methods of bookkeeping in general use. What books 
are ordinarily kept in each case? How is the profit or loss ascertained by 
the different systems? 

5. Explain the difference between a trading account and a profit and 
loss account. 

6. Devise a system of accounts for an executor. What accounts most 
he necessarily keep? 

7. Name the principal books of account of a mercantile concern with 
which you are acquainted and describe briefly the use of each. 

8. A merchant draws a draft of $i/xx) at four months on a customer 
who owes him an open account and the draft is accepted on February 2; 
igog. On March 13, 1909, he discounts the draft at a bank at 6% per 
annum. What entries should be made on the merchant's books to record 
the transactions properly? 

9. Show the form of a purchase ledger for a mercantile concern and 
state whether you would recommend the use of a bound or loose leaf bool^ 
giving reason. 

10. What is a controlling account? Give an example. 

11. How would you deal with items accrued and due (such as rent, 
commission and salaries) when closing the accounts of a business at the 
end of a fiscal period ? 

12. A village makes the following appropriations for the year 1904 and 
a tax is levied therefor: 

Bond redemption $2,000 

Bond Interest 800 

Salaries 2,700 

Contingent expenses 500 

Police 1,600 

Poor 750 

Care of streets 1,200 

Lighting 950 

Education 3»ooo 



$13,500 



Open the village books in accordance therewith. How will collection of 
taxes be recorded? How will disbursements against appropriations be 
recorded ? What will the balances of the accounts at any date show ? 
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13. What is a contingent liability? Give examples. In what form 
should such liabilities appear in a financial statement? 

14. Is depreciation of plant a legitimate element of the cost of goods 
produced? Explain the method employed to keep plant in efficient condi- 
tion out of earnings. 

15. Give the ruling of a stock or shares ledger for a corporation. Show 
how this book is kept and indicate its relation to the general books of 
account 



Commercial Law. 

Thunday. February 3, 1910— 9.15 A. M. to 12.15 P. M., only. 

Answer jo questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (^) 
the number of each one of the questions you have answered. Each com- 
plete answer wUl receive 10 credits. Papers entitled to 73 or more 
credits will be accepted. 

1. What is the meaning of the term " in escrow " ? 

2. What is a contract? 

3. What are the principal elements in every contract? 

4. What is a partnership ? 

5. What is an executor? 

6. Can a partnership hold real estate in its firm name? 

7. What will be the result if the title to real estate purchased by part- 
nership funds is taken in the name of one of the partners ? 

8w What is an accommodation party and what is his liability? 

9. At what time during the day should presentment of drafts or accept- 
ances be made? 

la Does the certification of a check discharge the drawer from liability? 

II. What liability, if any, does a bank assume in paying a check to a 
holder who claims under a forged indorsement? 
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12. a Will an assignee acting in good faith be protected in his acts if 
the assignment is afterward set aside as fraudulent? 

b What is the general personal liability of an assignee for damages 
resulting from his acts or omisstons? 
c What compensation is allowed an assignee? 

13. When may an executor voluntarily present his account and ask 
that the tame be judicially settled? 

14. a How many witnesses are necessary to the valid executioa of « 
will? 

b What persons under the statutes are permitted to make wills of per- 
sonal property? of real property? 

c May any of the formalities necessary to the execution of a will be 
omitted in the execution of a codicil? 

15. In what cases would the signing of the firm name to a note bgr oat 
member of a firm without consultation with the other member or 
bers, bind the firm? 
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The State Board of Accountancy of Ohio. 

Exammaticm in Practical Accounting. — ^Part I.^ 

Wednesday, Match 9, 1910—8.30 A. M. 
Time allowance, 4)6 hoars. 

Problem No. 1. 

A and B are partners and share profits in proportion to their capital 
invested. Q D and £ are partners, having equal interest in tiie business. 
A balance sheet from the books of A and B is as follows : 

Assets: 

Accounts Receivable $2,500.00 

Cash in Bank 1,000.00 

Merchandise as per inventory 2,500.00 

$6,000.00 
LiABH^niBs: 

Accounts Payable $1,200.00 

A's investment 1,500.00 

B's investment 2,000.00 

Bills Payable 500.00 

Undivided Profits 800.00 

$6,000.00 

C D and £ kept no books, but have the following Assets and Liabil* 
ities: 

Assets : 

Cash in Bank $800.00 

Accounts Receivable 3,000.00 

Merchandise as per inventory 3,000.00 

Real £state~Warehouse 1,200.00 

$8,000.00 
Liabilities : 

Mortgage on Real £state $500.00 

Accounts Pajrabie 300.00 

$800.00 
•PorPtftTwo. Problem No. 4. v. Part I. pp. 84-86. 
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A and B arrange with Q D and £ to form a corporation with a 
capital stock of $15,000. oa The corporation to assume all Assets and 
Liabilities of both partnerships. Each partnership agrees that a resenre 
of 10 per cent against Accounts Receivable shall be created and charged 
against their individual partnership holdings prior to the consolidation. 

The entire capital stock is to be alloted to A, B, Q D and E» in pro- 
portion to their partnership holdings. 

The organization expense paid by the new company was $aooxxx 

Make a Balance Sheet for the new company, and give each of the 
aforesaid partners his allotment of shares. 



The State Board of Accountancy of Ohio. 
Examinatiaii in Practical Accounting. — ^Part I. 
Problem No. 3. 

A trial balance taken from the books of a company which buys and sells 
merchandise and also manufactures part of the merchandise it sells shows 
the following accounts. 

From the list, and without using figures, construct in the form yoa 
consider best a 

(a) Balance Sheet; 

(b) Manufacturing Account; 

(c) Trading Account; 

(d) Profit and Loss Account 

Advertising ; 

Accounts Payable; 

Accounts Receivable; 

Bills Payable; 

Bills Receivable; 

Bad and Doubtful Assets; 

Gish; 

Capital Stock; 

Depredation ; 

Discounts Allowed; 

Discounts Received; 

Freight— Raw Material; 

Freight— Merchandise Purchased; 

Fuel; 

Furniture and Fixtures; 

Interest Paid; 

Insurance— Plant ; 

Factory Supplies; 

light; 
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Labor — ^Warefaoase ; 
Machinery Repairs; 
Insurance — Merchandise ; 
Own Product Returned by Customers; 
Office Expense; 
Machinery and Tools; 
Land and Buildings — Factory; 
Office Salaries; 
Purchases — Merchandise ; 
Printing and Stationery; 
Postage; 
Donations ; 
Raw Material; 
Rent— Factory ; 
Rent — Store and Office; 
Reserve for Bad and Doubtful Accounts; 
Reserve for Depreciation; 
Sundry Factory Expense; 
Salaries— Factory Management; 
Salaries — Sales Department; 
Sales — Merchandise Purchased; 
Sales— Own product ; 
Traveling Expense— Sales Department; 
Taxes; 

Undivided Profits End of Last Year; 
Wages, Factory. 
Preparatory to closing the accounts the following schedule of inventories 
has been made : 
Inventory of Raw Material: 
Goods in Process; 
Manufactured Product; 
Factory Supplies; 
Merchandise Purchased; 
Unexpired Insurance— Plant ; 
Unexpired Insurance — Merchandise; 



Examination in Practical Accounting. — ^Part L 
Problem No. 2. 

Trial Balance Arm Closing Books. 
1906. 

Real Estate $75,ooaoo 

Plant and Machinery 127,000.00 

Horses and Wagons 23,000.00 
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Patents and Goodwill $30,000x0 

Inventory 75,00000 

Accounts Receivable s^ooojoo 

Cash in Bank 3J,ooaoo 

Bills Receivable I9,ooaoo 

Capital Stock 

Accounts Payable 

Notes Payable 

Profit and Loss 



$300,000x10 
34,000.00 
45,000.00 
55,000.00 



$434iO«MK> $434*ooo-<» 

190^ ■"—"■" ""■"■^ 

Real Estate $78,000.00 

Plant and Machinery 110^000.00 

Horses and Wagons 21,00000 

Patents and Goodwill 30,ooaoo 

Inventory 91,000.00 

Accounts Receivable 50,ooaoo 

Cash in Bank 32,000.00 

Bills Receivable 17,000.00 

Capital Stock $300^)00.00 

Accounts Payable 34,ooaoo 

Notes Payable i5,oooxx> 

Branch House Accounts 25,00000 

Mortgage 30,000.00 

Profit and Loss 87,00000 



$462,00000 $462,00000 

From the above two trial balances, which show that a net profit of 
$32,000.00 has been earned during the year 1909, prepare an account show- 
ing what has become of the profits earned in 1909. 
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The State Board of Accountancy of Ohio. 

FiTamination in G>mmercial Law as Affecting Accountancy 

Tuesday Maich 8. 1910—7:30 P. M. 

Time allowance, 2% hoars. 

Note.^-Do not repeat questions, but refer to same by number and imtiai 
on left-hand margin of sheets. These question papers must be returned 
to the examiner in charge at the same time that the examination papers 
are handed in. 

1. (a) What is a corporation? 

(b) What is a charter of a corporation? 

(c) Distinguish between a public corporation and a private corporation? 

(d) How is a corporation organized? 

(e) Through whom does a corporation act in transacting its business? 

2. (a) What are the essential elements of a partnership? 

(b) What are the articles of co-partnership and are they essential to a 
partnership ? 

(c) Can a partner sell his interest in a firm, and if so would the 
purchaser be a member of the firm? 

(d) What right has a partner to bind the firm? 

(e) In the event that the name of a partnership does not dearly show 
who all of the principals of the firm are, what is necessary for such a firm 
to do in order to bring suit? 

(f) Can a partner bring a suit against the firm of which he is a member, 
or can the firm bring suit against one of its members for the collection of a 
debt? 

3. (a) What is a contract? 

(b) What are the essentials of a valid contiact? 

(c) How does every contract originate? 

(d) Name three or more contracts that must be in writing m order to 
be enforced. 

(e) What rights under a contract may be assigned and what rights may 
not be assigned? 

(f) When does the statute of limitation begin to run? 

(g) What is the statute of limitation in Ohio on Notes, Sealed Instm* 
ments, and Open Accounts? 

4 (a) What is a negotiable instrument? 

(b) What are the words of negotiability? 

(c) What are the principal classes of instruments whkh are usually 
made in such form as to be negotiable? 
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(d) What is meant by "accommodation paper"? 

(e) What are the rights and liabilities of parties to accommodation 
paper? 

5. (a) What is agency? 

(b) What is the duty of persons dealing with an agent with reference 
to the extent of the agenf s authority ? 

(c) Where the agent discloses his principal and acts within the scope 
of his authority, what is the principal's liability to third parties ? 

(d) What remedy has a principal in case his agent pledges negotiable 
paper belonging to him? 

61 (a) What is the difference between an assignee and a receiver? 

(b) Under what conditions will an assig^nment for the benefit of cred- 
itors be set aside ? 

(c) How must an assignee qualify? 

(d) What is an assignee's duty as to accounting? 

7. (a) What is cumulative preferred stock? Wherein does it differ 
from non-cumulative stock? 

(b) What are a stockholder's rights with respect to the books of a 
corporation? 

(c) Under what theory is a corporation stockholder liable to creditors 
for unpaid subscriptions to corporation stock? 

(d) Out of what fund may dividends be paid? 

(e) If dividends are not paid in accordance with your answer to the 
preceding question, have the creditors of the corporation any action 
against the company or its stockholders? 

8. What are the legal qualifications of a Certified Public Accountant in 
Ohio? 



The State Board of Accountancy of Ohio. 

Examination in Auditing. 

Tuesday, March 8. 1910—2 A. M. 

Time allowance, 3^ hours. 

Notc^Do not repeat questions, but refer to same by number and initial 
on left-hand margin of sheets. These question papers must be returned 
to the examiner in charge at the same time that the examination papers 
are handed in. 

I. In making an audit of the books of a corporation whose transactions 
are so numerous as to preclude the practicability of examining all entries 
in detail or checking all postings, what course would you pursue in your 
examination to insure the correctness of the balance sheet? 
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a. In making a complete audit how would you determine the cor- 
fcctness of the following items on the balance sheet? 

(a) Customers' Accounts; 

(b) Bank Balances; 

(c) Bills Recdvable; 

(d) Securities; 

(e) Inventory of Finished and Raw Materials. 

3. Under instructions calling for a complete audit and verification of 
all entries, what supporting data would you require for the following? 

(a) Purchases; 

(b) Returned Purchases; 

(c) Sales; 

(d) Returned Sales; 

(e) Cash Receipts; 

(f) Cash Payments; 
(k) Journal Entries. 

4. On what basis should the following assets be valued in the prepara- 
€km of a balance sheet? 

(a) Manufactured Goods; 

(b) Goods in Process of Manufacture; 

(c) Raw Material; 

(d) Accounts Receivable; 

(e) Stocks, Bonds and Similar Investments; 

(f) Bills Receivable; 

(g) Patterns; 
(h) Patents. 

S A salt company has completed a manufacturing plant, the machineiy 
and equipment cost being $250,ooaoD. It is assumed that because of the 
nature of the business the entire machinery and equipment will have to be 
replaced every several years. In such a case how would you recommend 
tliat current repair and maintenance charges should be handled? 

d The profit and loss account of a manufacturing company, at the close 
of the fiscal year, shows on the debit side — stock on hand at beginning of the 
year, purchases of raw material, manufacturing expenses, general and 
selling expenses ; and on the credit side — sales, stock on hand at the close 
of the year. Does the balance of these accounts constitute the net profits 
for the fiscal year« or should other charges be taken into account? If so, 
what are they? 

7. You are sending one of your assistants to make an audit of the books 
of a company after the close of their fiscal year engaged in wholesale 
merchandising. In the form of instructions to him state briefly the suc- 
cessive stepts he is to take in making this audit Also give him a 
memoranda of what he shall require of the company preliminary to the 
commencement of his work. 
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The State Board of Accountancy of Ohio. 
Examination m Theoiy of Accounts* 

Tuesday, March 8. 1910—9 A. M. 

Time allowance, 3^ hours. 

Note,--^Do not repeat questions, but refer to same by number and initial 
on left-hand margin of sheets. These question papers must be returned 
to the examiner in charge at the same time that the examination papers 
are handed in. 

I. (a) In your own language give a short description of the philosophy 
and the fundamental principals underlying any system of accounts based 
on theories of double-entry bookkeeping. 

(b) What is the nature of the accounts on the debit or left-hand side 
of the ledger? 

(c) What is the nature of the accounts on the credit or right*hand side 
of the ledger? 

d. (a) Distinguish between "Receipts and Disbursements" and 
"Revenue and Expense." 
(b) Distinguish between "Fixed Assets" and "Current Assets." 

3. What is the meaning of the term and how are the following accoants 
used? 

(a) Capital Stock; 

(b) Funded Debt; 

(c) Surplus; 

(d) Dividend; 

(e) Reserve Accounts; 

(f) Reserve Funds; 

(g) Expense; 
(h) Venture; 
(i) Suspense. 

4. Describe fully the various books and their uses in a busiocss wtt 
which you are entirely familiar. 

5. Draw up a balance sheet for a business of considerable magnitude^ 
other than a mercantile or trading buiness, having a share capital of 
several classes of shares, bonded indebtedness, floating debts, depredation 
and other reserves. 

6. (a) Give a definition of "Depreciation" and state how «od wi^ Jl 
arises. 
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(b) CdTe at least two mediods of treating depreciation oa books of 
account 

(c) Make the necessary journal entries to illustrate the two methods 
of setting up depreciation on the books of account 

7. What, on the books of a company, would be the proper method of 
treating cash accounts, as follows? 

(a) On capital expenditures. 

(b) On expenditures for materials for manufacturing purposes. 

(c) On discounts allowed to customers on purchases for each, where 
^e trade terms are a fixed date for payment 

(d) An issue of bonds is made for the construction of a plant It 
takes two years to erect and put in operation. To what should the 
interest on the bonds be charged? 

8. What are the chief considerations to be kept in mind in formulating 
an accounting system for any business? 

9. What are the general classifications of cost, the sum of which makes 
up the cost of a manufactured article when sold ? 

la On the theory that accounts may fall into the following dassifica- 



(a) Accounts with individuals; 

(b) Accounts with things; 

(c) Accounts with forces or ideas; 

give a number of illustrations or names of accounts in a modem account- 
ing sjrstem under each of these heads. 



5^9 

Digitized by VjOOQIC 



Accountancy Problems and Solutions, 

Papers Set by The Chartered Accountants 
Association of Manitoba. 



Elxaiiiination Papers, May 13, 1910. 



Intermediate. — ^Mathematics. 

Time, 3 hours. 

1. Simplify — 

(a) { (I i/io)» -^-(i 3/5+9/35) }- X(i ia/17— 53/si)» 

Is i/^-i 3 i/a-(3 i/»-i 2/3) n^ — yj^ ,^ 

3 1/2 + 1 I/O 
fu\ 379- 8003X.0069 
^ ^ 798.6 7 

2. (a) Extract the square root of .00822649. 

(b) Extract the cube root of 12812904. 

3. What amount will be required to be raised annually at the begin- 
ning of each year for five years so that there may be sufficient to provide 
a sinking fund of $25,000 at the end of the fifth year and to pay interest 
on $25,000 in the meanwhile at 5 per cent, per annum, money being worth 
4 per cent? 

4. $792 56-100. Winnipeg, April 14, 1910. 
One hundred days after date I promise to pay William Jones or order 

seven hundred and ninety-two 56-100 dollars, with interest at 7%, at the 
Bank of Montreal here. Value received. 

James Thompson. 

Find the proceeds of the above note discounted on the 23d April at 8%. 

5. A person sells out of the Three-and-a-half Per Cents at 92^^ and 
realizes $18,550. If he invests two-fifths of the proceeds in the Four Per 
Cents at 96, and the remainder in the Three Per Cents at 90, find the 
alteration in his income. 

6. A person buys six per cent, bonds, the interest on which is payable 
yearly and which are to be paid off at par three years after the time of 
purchase. If money be worth 5 per cent., what price should be given for 
the bonds? 

7. A shipment of cattle was insured at i per cent, to cover the value, 
the premium and $500 additional. The premium was $100. Find the 
value of the cattle. 
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8. A Winnipeg merchant owes 18,000 francs in Paris. He buys a draft 
on London when sterling exchange is at 8 and when one pound is worth 
25 1-5 francs. What does he pay for the draft? 

9. Find the due date of the balance of the following account, and what 
amount will be required to settle it on the ist of May, 1910, interest being 
diarged at the rate of 6% per annum : 

1910 Dr. Cr. 

Jan. xst To Mdse. at 30 days... $800 Feb. ist. By Cash.. . $500 

Jan. aoth. " " " " "... 500 Mar. 15th. By Cash.., 275 

Feb. ist " " """... 700 

Feb. 20th. " " """... 600 



Bookkeeping. — Practical and Theoretical. — Paper^No. I. 

Time, 3$^ hours. 

I. The position of A. Brown, brickmaker, is as follows : 

Assets, 

Plant $50,000.00 

Lease 5,000.00 

Horses and Equipment 10,000.00 

Book Debts S,ooo.oo 

Bricks on Hand 8,000.00 

Fuel 2,000.00 

Cash 100.00 

Liahilities. 

Sundry Creditors $27,000.00 

A. Brown, Capital Account 53,100.00 



$80,100.00 $8o,ioaoo 

J. Smith, in consideration of his paying $16,550.00 and giving his note 
for $10^)00.00, is to be credited with a half-interest in the business, A. 
Brown's interest being correspondingly reduced. The note is discounted 
with the bank for $150.00, it being agreed that the business shall stand 
the cost Give the necessary journal entries to show these transactions, 
and thereafter draw up balance sheet showing the position of affairs at 
the beginning of the firm. 

2. What do you understand by the following: 
Capital Expenditure; 
Revenue Expenditure; 
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Revenue Income; 

Loose Plant and Toolt; 

Fixed Plant and Machinery; 
and give one typical example of illustrating each from any business yom 
may be familiar with. 

3. Explain the difference between gross and net profit, and from any 
business you may be familiar with draw up short accounts to illustrate 
your answer. 

4. The partners in Question One, after two years' operations, decide 
to close their books, and arrive at a basis of dissolution. J. Smith is en- 
titled to draw $150.00 a month against his share of the profits. Both have 
freely withdrawn capital, as the following trial balance shows: 

Plant $50,000.00 

Lease 4,ooaoo 

Horses, etc 10,000.00 

Accounts 7,000.00 

Bricks 7,S0O.oo 

Brickmaking $28,5oaoo 

Fuel 9,000.00 

Bank 20,000^ 

J. Smith, Drawings 2,400.00 

Rent 1,200.00 

A. Brown, Capital Account 9t7504N> 

Wages 15,650^00 

Bille Receivable (being unpaid amount of origi- 
nal not granted by J. Smith) 8,000.00 

J. Smith, Capital Account i5,oooxx> 

Expenses 5,000.00 

Accounts Payable 40XKX)jOO 

Teaming 6,soojao 



$"9,750.00 $ii9,75aoo 



Write 20 per cent off plant, 25 per cent, off horses, and value the lease 
at $2,000.00. The profits or losses are to be equally divided. Dispensiag 
with interest calculations, draw up profit and loss account and balaaoe 
sheet, and in particular set forth in the latter all figures affecting the re- 
spective capital accounts. Give the necessary journal entries, indudiag 
tiiose for the complete closure of the books, in terms of your balance 
sheet 

5. What do you understand by aa impairment of capital? Where such 
is met with, does it follow that the undertaking is in a bad way, and if 
not, illustrate what you consider a justifiable cause for such impairment? 
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6u Give in your own words what you understand from the following: 
Preferred Stock; 
Deferred Stock; 
Ordinary Stock; 
Debentures; 
Mortgages. 

7. A set of books have to be closed and a number of running expense 
accounts, such as insurance, taxes, advertising, wages, etc., contain 
amounts that are properly chargeable against the next year. Would you 
pass journal entries for these, and if so, give them? Would reversing 
entries be required, and if so, give them? Explain how the items might 
be dealt with in the books without the need of journal entries at alL 
Which do you think is the better course? 

8. What do you understand by ** writing down " of assets and " writing 
op ** of assets ? If you can cite any instance where the " writing up " of 
assets is, in yoor opinion, justiiiaUe, how wonld you suggest that such be 
dealt with in the accounts? 

9. Give in your own words a dear description of bookkeepmg, and 
state generally the reasons why all who are engaged in business should 
keep books. 

la You have been appointed bookkeeper to a wholesale business, the 
affairs of which, owing to incflficient keeping of accounts, have become in- 
volved. Apart altogether from systems in the generally understood sense 
of the term when ap|Hied to bookkeeping, can you state two fundamentals 
that should be kept clearly before you in evolving a satisfactory set of 
accounts? 



Bookkeeping.^^Practical and Theoretical. — Paper No. 2. 

Time, 354 hours. 

I. In the trial balance of a set of books you find the following: 
Depreciation; 
Bad Debts; 
Suspense ; 

Bad Debts Suspense; 
Goodwill ; 

Profit and Loss Account; 
Bills Receivable and Payable; 
Depreciation Fund; 
Preliminary Expenses; 
Interest Accrued; 
Keserve; 
Capita] Account 
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Write a few lines describing the nature of each, and how in most busi- 
nesses the need for these accounts arises. State those that might be either 
debit or credit balances, and if debit, what does it betoken ? 

2. What do you understand by the phrase "the account is in credit,* 
and can you name some accounts in speaking of which the term may aptly 
be applied? 

3. Substituting imaginary figures in any kind of business at all that 
you may be most familiar with, submit in condensed form a typical trial 
balance, profit and loss account, and balance sheet of the business or un- 
dertaking selected. 

4. How may a trader who does not draw up trading and profit and 
loss accounts, but who marshals his assets and liabilities at the end of 
each year, ascertain his annual gain or loss? Do you recommend this 
course of ascertaining profits, and if not, as a practical bookkeeper, point 
out the shortcomings of this method. 

5. What do you understand when told that books are in true balance? 
In your own words, write a short description of what a trial balance con- 
veys to your mind. 

6. You are manager of an agency and exchange business in Costa Rica. 
At the end of a year's operations you have to report the position of affairs 
to your principal in London, who handles large consignments of coffee, 
and on whom much of the sterling paper dealt in has been drawa The 
following are the balances: 

GOLD BALANCES. 

Glyn, Mills, Currie & Co., £5,000 $24400.00 

Seaboard National Bank, N. Y 10,000.00 

Otis, McAllister & Co., San Francisco 8,000.00 

Alfred Jones, Capital Account $59,00000 

Balance 16,600.00 



$59,000.00 $59,ooaoo 



CUBRENCY BALANCES. 



Working Expenses $30,600.00 

Commercial Bank 146,000.00 

Exchange $310,00000 

Advances to Coffee Planters 150,000.00 

Balance 16,60000 



$326,600.00 $326,60000 
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The net gold liability being $16,600.00, provide for this at the rate of 
I2.00 currency for every dollar gold, and thereafter draw up balance 
sheet, grouping properly your gold and currency assets and liabilities, 
showing on profit and loss account the amount at debit or credit of that 
account. 

7. Give in your own words some of the uses of the journal, and illus- 
trate with three or more t3rpical entries, setting forth the manner in which 
you think a journal entry should be written and worded. 

S. What do you understand by controlling accounts, and illustrate from 
any business you are familiar with the working of same, stating some of 
the advantages from the use of such? 

9l Draw up a cash book where controlling accounts are kept, and give 
them, and in addition give three separate headings on both sides of the 
cash book for incoming and outgoing figures that are of frequent occur- 
rence throughout the month. What advantages are derived from these 
columns? 

10. You have been called upon to prepare the profit and loss account 
and balance sheet of a firm of architects. The only reliable book appears 
to be the ledger, and the following are the accounts as found therein: 

PETER SMITH. 

To Plans, etc , $559.20 By Cash $7500 

To Sundry Cash Outlays By Note 50.00 

on his behalf 8.75 By Allowance 7.50 

A. JONES. 

To Plans $750.00 By Allowance $37*50 

By Cash 1^.50 

B. LOCKWOOD. 

To Drawings $300.00 By Allowance $25.00 

To Cash for Sundry Out- By Cash 28330 

lays 8.30 

E. BROWN. 

To Plans and Specifica- By Cash $2,750.00 

tions for Block $5>750.oo 

SALARIES ACCOUNT. 

To Salaries $i,570.oo 
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GBNEIAL KXFENSBS. 

To Stmdry EaqwoBcs. . . . $45000 

SBirr^ UGBT, cic 

To Cash $500.00 

BAKK. 

To Deposits $3,27a8o By Withdrawals $2,517^05 

Prepare one summary from which may he seen the totals, hoth as to 
cash« business placed on the books, allowances and outstanding balances. 
With the help of such totals, open the necessary additional ledger accouals 
to throw the ledger into balance. From the resulting trial balance (which 
give) prepare a profit and loss account, seting aside 5% on the outstand- 
ing accotmts, and draw up a balance sheet showing the profit or loss to 
equal portions on capital accounts " A." and ''B." 



Partnerships. 
TiBie» 3 hours. 

1. A., who was formerly the general manager for B., trading under 
the name of B. & Co., at a salary of $150 per month, entered into a new 
agreement with B. whereby in lieu of a salary he was to receire one-third 
of the profits of business. B. & Co. subsequently became insolvent Had 
the creditors of B. & Co. any recourse against A.? State reasons. 

2. If a partnership is formed for the prosecution of an illegal business, 
win the Court recognize its existence? 

(a) By enforcing its claim against others, or 

(b) By compelling either partner to account to the other for capital 
aad profits in his hands, or 

(c) By forcing either to contribute his share of the loss to the other. 

3. Has one partner authority— 

(a) To make an assignment to the official assignee of the firm prop- 
erty without the knowledge of his co-partner? 

(b) To bind the firm property by chattel mortgage given to secure a 
firm debt without the consent of his co-partner? 

4. (a) Define partnerships 

(b) State the difference between co-owners and partners. 
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^ (a) A. and B. carry on business under the name of X. & Co. A. 
retires from the firm and gives no notice of his retirement. The old cus- 
tomers who knew of A.'s connection with X. & Co. continue to deal with 
it on the faith that A. is still a member of it. Is A. liable to the old cus- 
tomers? Give reasons^ 

(b) Does A, incur any liability to new customers of X. & Co. ? 

(c) Suppose if, on A.'s retirement, C joined B., and B. and C carry 
on business as X. & Co., and the old customers of X. & Co. go on deal- 
ing with it without notice of A.'s retirement or C's admission, can an 
old customer maintain an action against A., B. and C jointly for • debt 
contracted by X. & Co. after A. retires, or can he elect to sue A. and B. 
or B. and C? Give reasons. 

6i Can an infant be a partner? Whilst he is an infant does he become 
responsible for the debts of the firm? Can a judgment creditor of the 
partnership cause an execution to be levied against the infant's share in 
the partnership ? 

7. If a member of a partnership becomes insane, is he responsible for 
the subsequent misconduct of the other members? Would the insanity 
of a partner immediately dissolve a partnership? 

8. Where a firm in the course of its business receives money belong- 
ing to other people and one of the partners misapplies that money whilst 
it is in the custody of the firm, must the firm make it good ? 

g. Does the person who is admitted as a partner into an existing firm 
become liable to the creditors of the firm for anything done before he 
becomes a partner? 

10. (a) Can a majority of the partners expel any partner where the 
partnership agreement is silent on this point? 

(b) What rights have the legal representatives of a deceased partner 
with respect to the management of the partnership affairs? 



Banking. 

Time, 3 hours. 

I. What class of securities other than notes and drafts will a bank 
make advances upon? Name three, and state fully the nature of each. 

8. A. & Co. are doing a targe country business, and on the first of each 
aonth make thirty-day drafts upon their customers for the previoua 
month's purchases, some of which are accepted and paid and others are 
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refttsed. All drafts are deposited with the bank as collateral security for 
advances made. State what you think would be the best method of ketp- 
ing track of the collateral deposited with the bank. 

5. What is the difference between inland and foreign exchange? 

4. What is the difference between a " Demand Draft," a " Sight Draft " 
and a " Time Draft " ? Give one of each. 

5. P. is the holder in due course of a promissory note for $1,000 made 
by K. and endorsed by D., B. and C At maturity the note is protested 
for non-payment. Should P. sue and recover from C, would C have any 
rights against D. and B.? If, however, P. should recover from D., what 
recourse would D. have as against maker and other endorsers? Give 
reasons. 

6. Give in a few words what you understand by— 

(a) Bailee Receipt; 

(b) Warehouse Receipt; 

(c) Letter of Hypothecation; 

and in what way are these used in obtaining credit? 

7. What is the legal rate of interest in Canada? What is the highest 
rate of interest banks can charge? Under the Usury Act what is the 
highest rate of interest that can be collected? 

& Name the points that are essential to a valid protest and notice of 
protest. How should notice of dishonor be given and within what time? 

9. In the case of a firm owing a bank for advances, if the members of 
the firm have accounts with credit balances with the firm's bankers, can 
the bank apply them in liquidation of the firm's indebtedness? If not, why? 

10. If a note or a draft is made payable to a particular person, for ex- 
ample, " Pay John Smith the sum of, etc.," is it negotiable? If so, how 
can it be made not negotiable? 

11. A bill is payable at a determinable future time — 

(a) At sight or at a fixed period after date or sight; 

(b) On or at a fixed period after the occurrence of a special event, 
which is certain to happen, though the time of happening is uncertain. 
Give three examples of bills that would be valid under (b) and three 

that would not. 

12. A. draws upon B. for $100. B. accepts the draft, payable at a bank. 
When the bill matures the bank is the holder. Is presentment necessary? 
If so, when must it be presented? 
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13. What is a restrictive endorsement? Give two examples of re- 
strictive endorsements. 

14. M. draws a cheque for $500 in favor of P., but the next day he 
discovers that it should have been for $450, and requests the bank to stop 
payment. P. in the meantime has presented the cheque and had it 
marked. Can the bank refuse payment or must it pay the cheque? Give 
reasons for your answer. 



Company Law. 
Time, 3 hours. 

1. (a) Under the Manitoba Joint Stock Companies Act, what per- 
centage of the capital stock of a company must be subscribed and what 
percentage of the stock subscribed must be paid before the company may 
commence business? 

(b) What percentage of the allotted stock of a company must be called 
in within one year from the company's incorporation? 

2. Under the Manitoba Act what voting power is possessed by a share- 
holder? 

3. A compan/s earnings for a year would enable it to declare a divi- 
dend of ten per cent The directors decline to declare a dividend, wishing 
to employ the profits in extending business, and a majority of the stock- 
holders agree. Can the dissenting shareholders obtain interference at law? 

4. A by-law of a company empowered to carry on a general mercantile 
business provides that the company shall not enter into a contract where 
the amount involved is over $1,000 unless same is approved by a majority 
of the directors. The managing director orders goods for a larger amount 
Is the company bound in the absence of such approval where the seller 
is ignorant of the by-law? 

5. (a) Keeping in mind Section 46 of the Manitoba Act, which pro- 
vides that each shareholder, until the whole amount of his stock has been 
paid up, shall be individually liable to the creditors of the company to an 
amount equal to that not paid thereon, may a company sell its shares as 
fully paid up at less than the par value thereof? 

(b) What provision is in the Alberta Act as to seUing shares at a 
discount? 
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d May a company incorporated to cariy on a general trading basinets 
acquire and mortgage real estate for the purpose of its liusiness? 

7. Section 64 of the Manitoba Act prohibits a company from engaging 
in the business of banking. Acting under a by-law> the con^any par- 
chases shares in a bank. Is such purchase valid? 

R. May a person accept a present of shares in a conpany in considec»- 
tion of his joining the board of directors ? 

9. Directors of a company indorse its note to enable it to make a loan. 
The note is paid by the first indorser. Is he entitled to full indemnity 
from the subsequent indorsers? 

10. May an application for shares in a company be withdrawn before 
the company sends him notice of allotment? 

11. The promoters of a company before its incorporation employ an 
accountant to prepare its prospectus, which the company makes use of. 
May he recover for his services against the company? 

12. Argue for or against the right of a company that is in debt paying 
dividends out of profits. 



Final. — Audidiig. 

Time» 3 hours. 

I. Would you consider cheques made payable to order sufficient 
vouchers for the payment of trade accounts? If not, under what drcun- 
stances would you acc^t such cheques as vouchers^ and for what data 
of payments? 

a. Cottld a correctly prepared statement of receipts and payments be 
relied upon by the directors of a trading company to ascertain whether 
they would be justified in declaring a dividend? State briefly your rea- 
sons for or against 

3. In the case of a manufacturing company what dasaes of expenditora 
should enter into the manufacturing or trading acceuot, and what imp 
the profit and loss account? 

4. State as briefly as possible what would guide you as auditor in de- 
termining what are the " Divisible Profits ** of a company. 
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5. At the close of the year you are unable to attend at the office of a 
company you are auditor for to count the cash in hand. What steps 
would you take to enable you to certify to its correctness? 

6. What methods would you adopt for the verification or coofirmatian 
of the following items : 

(a) Stock Sheets and Material on Hand; 

(b) Book Debts; 

(c) Investments. 

Would you be justified in accepting certificates from the managing direc- 
tor, manager or other official as to their correctness? 

7. What is the object of crediting the partners of a firm with interest 
on their capital before ascertaining the profits divisible between them? 

8. In examining the securities (of a company yon are auditor of) 
which consist of inscribed stocks, certificates for shares and bills receiv- 
able, what would be your procedure, and what main object would you 
have in view? 

g. Would you consider that entries in the directors' minute book of 
a company were, in all cases, sufficient authority for you to approve all 
{payments or transactions mentioned therein? If not, state some ex- 
ceptions. 

10. Under what circumstances would an auditor of a company be jus- 
tified in refusing to give any certificate whatever to a balance sheet? 

11. Among the assets on the balance sheet of an engineering firm 
whose accounts you are auditing you find an item of " Work in Progress, 
$125,000." What steps would you take to verify the correctness of this 
amount? 

12. What is a " Secret Reserve " ? Give three examples, showing how 
secret reserves can be formed. 



Advanced Bookkeeping and Accounts. — ^First Paper. 

Time, 3 hours. 

I. From the following trial balance of the Atlas Manufacturing Com- 
pany, Limited, compile balance sheet and profit and loss account as at the 
31st December, 1909, in the form you would advise the company to adopt: 

First Call on Stock $500 

Second Call on Stock 700 

Winnipeg Trust Company (Debentures Deposited as 

Security for Loan, part of $100,000 issued) 20,000 
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Preliminary Expenses 3,000 

Property and Plant 200,000 

Machinery and Goodwill 50,000 

New Property and Improvements 50^000 

Interim Dividend Paid 9>940 

Inventory of Stock 10,500 

Accomits Receivable 5,000 

Interest on Loan and Debentures to 31st December, 

1909 4.500 

Bank Account 21400 

Cash on Hand 560 

Capital, 2,000 Shares of $100 each $200,000 

Debentures 100,000 

Winnipeg Trust Company Loan i5iOOO 

Accounts Payable 6^500 

Premium on Shares 3,500 

Trading Account 5o/XM> 

Reserve for Discounts and Bad Debts 500 

Profit and Loss Account, after paying Dividend ist 

January, 1908 600 



$376,100 $376,100 

Have you any criticism to make in regard to the trial balance? 

2. M/s and B.'s capital on ist January, 1906, was $50,000, represented 
by the following: 

Assets, Liabilities. 

Cash in Bank $ii375 Loans $12,500 

Stock in Hand 35«ooo Accounts Payable sfioo 

Fixtures 625 

Warehouse 10,000 

Accounts Receivable 10,000 

During the year 1909 their transactions were: 

Goods Bought $52,ooo 

Goods Sold 80,000 

Paid for Goods by Cheque S5,ooo 

Received from Sale of Goods Deposited in Bank 72,500 

Paid Cash for Salaries 2,500 

Paid Cash for Rent, Taxes, Wages and Office Expenses 3,750 

Drawn out in Cash by M 1,500 

Drawn out in Cash by B 1,000 

Paid Cash for Traveling Expenses 500 

Paid Cash for Freight on Goods 1,500 

Discount Allowed on Sales 2,000 
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Discount Received from Purchases 1,563 

Goods Returned by Customers i;35o 

Goods Returned to Manufacturers 1,500 

Paid off Loan and Interest by Cheque I3>I25 

Paid Cash for Repairs to Warehouse 250 

Bank Interest 250 

Bank Commission 100 

Cheques Drawn on Bank to make Cash Payments 11,000 

Stock on hand at the end of the year amounted to $33,750, and they 
owed $150 for freight and $562 for rent and taxes. Unexpired insurance 
amounted to $i8& Allow for discount on accounts receivable $200 and 
$125 on accounts payable. No interest on capital or partners' salaries was 
to be charged, and profits were to be shared equally. Make trial balance 
as at December 31, 1909, and prepare trading and profit and loss accounts, 
capital accounts and balance sheet. 

3. Brown and Jones have dry goods stores near each other. They de- 
cide that, by amalgamating their business and forming a joint stock com- 
pany, they can do a larger and more profitable business at less expense. 
Both have kept their books by single entry. You are called in to give the 
necessary statements to enable them to ascertain how they stand and to 
open the books of the Brown- Jones Company, Limited. You find the fol- 
lowing accounts in the ledgers, viz. : 

Brown's Ledges. 
Balances as at the ist August, 1909. 

Cash on Hand $250 

Bank Balance 5,400 

Oish Sales $iaooo 

Book Debts 25,000 

Bills Receivable 3,000 

Store and Land 30,000 

Fixtures 2,000 

Wages and Expenses 4,000 

Accounts Payable 6,000 

Bills Payable 2,550 

Brown's Drawings 10,000 

Freight, Duty and Cartage 8,000 

Inventory of goods, $8,700; unexpired insurance, $200. 



JONBs' Ledger. 
Balances as at the ist August, 1909. 

Cash on Hand $xoo 

Bank Balance 3,500 

Cash Sales 
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Stores and Land $25^000 

Fixtures 1,500 

Wages 2,000 

Jones' Personal Account 6,000 

Expenses 1,500 

Book Debts 15,000 

Bills Receivable 1,000 

Freight, Duty and Cartage 5,000 

Accounts Payable $5fOOO 

Bills Payable 3/X)o 

Inventory of goods, $5,800; unexpired insurance, $xoo. 

The capital of the company is to be $150,000, in shares of $xoo each, of 
which Brown is to take $70,000 and Jones $50,000. If the capital invested 
in the business of either exceeds these sums then they are to receive the 
surplus in cash, but if it is less then they are to pay in the difference m 
cash. The balance of the stock is subscribed and paid for in cash. 

Make necessary changes in Brown's and Jones' ledger balances to show 
standing of firms and capita] invested, and give trial balance from oom- 
pan/s ledger after opening entries have been made. 

4. A. and B. are partners in a business in whidi each has invested 
$iSjoool They decide to take in a new partner, C, who is to put in $iSi000 
as bis capital and in addition pay $2,000 for goodwill. State the different 
ways in which the sum paid for goodwill may be treated. Which method 
do you consider the more correct? Give your reasons. 

5. M. and N., general merchants at Reabum, make an assignment for 
the benefit of their creditors, and you are requested by the assignee to 
prepare a balance sheet, statement of affairs and deficiency account You 
find from the ledger that the assets and liabilities are as follows: 

Assets, Liabilities. 

Cash in Hand $500 Bills Payable 18.000 

Book Debts 7,000 Accounts Payable 6fiO0 

Store and Land 15,000 Mortgage on Farm Lands. . s/xx) 

Farm Lands 10,000 Mortgage on Store 8^000 

Store Fixtures 400 M. Capital 12^000 

N. Capital ^coo 

Inventory. 

Hardware $3>ooo 

Groceries 2,500 

Dry Goods 4,000 

Boots and Shoes. . . 1,100 

$10,600 

M.'s Drawings 2,100 

N.'s Drawings 1400 



$47>ooo $47,000 
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On a valuation of the assets being made, it is fonnd that of the book 
debts $4,000 are good, $2,000 doubtful and $1,000 bad, and in order to be 
on the safe side 10 per cent, is to be deducted from the good, 40 per cent 
from the doubtful and the bad are not to be taken in. The store and land 
are valued at 20 per cent, and the farm lands at 10 per cent, less than 
they stand at in the ledger, the fixtures are only worth 60 per cent, on the 
dollar and the inventories are to be reduced as follows : Hardware 10 per 
cent, groceries 15 per cent, dry goods 30 per cent, and boots and shoes 
25 per cent M. has property valued at $1,000 and N. has no assets outside 
of the partnership. Give statement of affairs and deficiency account. 



Advanced Bookkeeping and Accounts. — Second Paper. 

(a) Trustees' and Executors' Accounts, 
Time, 3 hours. 

1. Explain the difference between an executor and administrator, and 
state by whom each is appointed. 

2. What are the first duties of an executor or administrator after the 
probate of the Will or Letters of Administration have been granted? 

3. Unless otherwise authorized by the will, in what securities must 
the executor invest the moneys intrusted to him? 

4. A corporation issues lo-year bonds to the amount of $50,000.00, se- 
curing same by a mortgage on its property, which is placed in the hands 
of a trust company. The trust deed provides for the establishment of a 
sinking fund to retire the bonds at maturity and that equal annual pay- 
ments be made on the ist of January in each year. Give the amount of 
this annual payment, interest compounded at 6%? 

5. In the estate of a certain testator the amount of cash on hand after 
pasring all bequests is $10,000.00. This the executor invests as follows, as 
at January i, 1909: $5,000.00 in first mortgage on real estate valued at 
$9,ooox)0, bearing interest at 6% ; 1,250 shares La Rose Gold Mine Stock 
at $4.00 (par value, $5.00), dividends at 3% per quarter, payable January 
31st and April 30th. 

On May 31st he sells the 1,250 shares at $3.00 and invests the proceeds, 
together with dividends paid, in 20 shares Bank of Hamilton Stock at 
305, paying commission and brokerage charges of $25.oa On September 
30th he sells the 20 shares Bank of Hamilton Stock at 220 and invests the 
proceeds in first mortgage on real estate valned at $7,ooaoo, bearing inter- 
est at 6%, payable quarterly. 
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Give executor's profit and loss account as at December 31, 1909, and 
show position of estate at that time, payments of interest on both mort- 
gages having been made. 

(b) Cost Accounts. 

1. Explain the uses of a cost accounts system and state the advantages 
to a company employing such a system over a company basing their costs 
on the profit and loss account at the end of the year. 

2. Give definitions of the following : 
Prime C6st; 

Laid Down Cost; 
Gross Profit; 
Productive Labor; 
Machine Cost. 

3. What is your interpretation of indirect or overhead expenses? 

4. In a manufacturing company employing a cost accounts system wliat 
disposition would you make of the following: 

Depreciation on Plant; 
Depreciation on Goodwill; 
Depreciation on Stock; 
Depreciation on Accounts Receivable; 
Depreciation on Factory Property. 

5. State briefly the duties of an auditor in connection with the cost ac- 
counts system in auditing the books of a manufacturing company employ- 
ing such a system. 



Joint Stock and Partnership Accounts. 

Time, 3 hours. 

I. A company is formed with a capital of $100,000, in shares of $100 
each, to take over the business of A., B. & Co. The assets to be acquired 
are: (i) buildings, $30,000; (2) machinery, $18,000; (3) stock, $20,000. 
The vendors are to collect the book debts and discharge the liabilities. 
The price to be paid, inclusive of goodwill, is fixed at $80,000, payable as 
to $50,000 in cash and as to the balance in fully paid shares of the com- 
pany. A prospectus is issued offering 700 shares to the public, payable 
$25 per share on application and $50 on allotment; 600 shares are applied 
for, and these are allotted on ist February, 1910, on which date the ven- 
dors' shares are also allotted. Separate accounts are kept by the bank 
for sums payable on application and allotment. On 28th February the 
amounts due on allotment had been paid on 500 shares, and on that date 
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the sums at credit of the bank accounts were transferred to a general 
bank account and a cheque drawn in favor of the vendors for $30,000 to 
account. Prepare entries, in journal form, recording these transactions 
in the books of the company, and show the various ledger accounts. 

2. Prepare a balance sheet as at 31st December, igog^ of the Winnipeg 
Manufacturing Company, Limited (which may be engaged in any form of 
manufacturing you please). Insert figures for all the usual items for the 
business you select, showing in particular the following items, or such of 
them as you think should appear on the balance sheet : 

Capital authorized, subscribed and paid up; 

Amount of calls in arrears; 

Amounts received in respect of forfeited shares reissued; 

Amounts received in respect of forfeited shares not reissued; 

Contingent liability in respect of bills receivable under discount; 

Liability in respect of cumulative preference dividend which has been 
passed for the last two years ; 

Reserve not specially invested. 
State briefly the arguments in favor of your method of treatment of the 
above items. 

3. A company borrows $120,000 for a period of ten years to pay off an 
existing loan at higher rate of interest, paying in connection therewith in 
brokerage and costs $2,500. State briefly how you would treat this item 
of $2,500, giving your reasons. 

4. (a) Outline the duties of the secretary of a limited company in con« 
nection with the transfer of the company's shares. 

(b) Give rulings for a simple form of transfer register and stock ledger 

5. A. and B. are partners, sharing profits and losses in proportion to 
their capitals, which are: A., $21,000; B., $14,000— as brought out in the 
balance sheet They assume C as partner on condition — 

(a) That he accepts the balance sheet as correct, $5,000 to be inserted 
for goodwill and added ratably to the capital of A. and B. 

(b) That he pays cash into the new firm sufficient to give him one- 
fifth share of the whole business, the ratio of A/s capital to B.'s remain- 
ing unchanged. 

Show the entries required to record these transactions and the capital 
account of each partner as it will stand after the transactions are carried 
through. Show the amount of cash paid in by C, and state in what pro- 
portions each partner shares in the profits and losses of the new firm. 

6. Brown and Black are partners carrying on a business in Winnipeg. 
On 31st December, 1909, after adding profits for the past half year. 
Brown's capital amounted to $15,000 and Black's to $10,000. On that date 
they take into partnership Green, upon the following terms, viz., he is to 
bring in capital amounting to $2,500, and each partner is to be credited 
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with interest on his capital at 5% per annum. All profits (after debitrng 
interest) up to $5,000 are to be shared by Brown and Black exclusively in 
proportion to the amounts of their capital at 31st December, 1909. AH 
profits in excess of $5,000 are to be shared equally by the three partnenu 
Accounts are to be prepared and profits and interest credited half-yearly. 
Green is to be credited with a salary of $1,000 per annum. On 30th June, 
1910, the profits divisible after debiting Green's salary, which he has drawn, 
but before charging interest on partners' capital, amounted to $7,500. The 
partners' withdrawals, which are not chargeable with interest, were : Brown 
$2,500, Black $2,000 and Green $750. Draw up partners' separate accounts 
as they should stand on July i, 1910. 

The partnership agreement does not make any mention of what is to be 
done if the profit and loss account shows a loss. Suppose that that the 
above $7,500 had been a loss instead of a profit State briefly how you 
would have treated it and ^ve a reason for your answer. 

7. You are called in by two or more persons contemplating partner- 
ship to meet their lawyer and consult with him as to the clauses to be 
inserted in the partnership agreement in connection with the- keeping of 
the partnership accounts and the financial relationships of the partners. 
Mention any points which occur to you which you would suggest being 
provided for to make the agreement as satisfactory as possible from an 
accountant's point of view. 

8. You are requested by a firm carrying on business in Winnipeg to 
supervise their bookkeeper in the writing up of the partnership books. 
You find that A. had $10,000 at his credit at the date of the last balance 
sheet and that this has since been reduced to $8,ooa You also find that 
he has been receiving a share of the profits. You are told, however, that 
he is not a partner and that the $8,000 is to be treated as a loan. Can 
this be the case, and if so how would you expect to find that A. had pro- 
tected himself from the risk of being treated as a partner in the event 
of the insolvency of the firm? In the case of such insolvency would A.'s 
position differ from that of an ordinary lender, and if so, in what way? 
If A. had been a limited partner, could he legally have made the above 
reduction in the amount at his credit, and if not, what would yon have 
advised on finding that he had done so? Give reasons for your answer. 



Assignments. 

Time, 3 hours. 

I. A trader in insolvent circumstances sold his stock in trade and de- 
posited the purchase money to the credit of his account in the bank. At 
the time an overdue note of his was held by bank and he gave the bank 
a cheque to cover same. Is such payment a preference and void as against 
his creditors? 
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2. Where a debtor refuses to make an assignment for the benefit of his 
creditors have the creditors any means of forcing him into liquidation? 

3. A debtor making an assignment has a burdensome lease and shares 
in a bank which is being wound up and to which double liability attaches. 
Is the assignee obliged to take these over with the rest of the assets? 

4. Is it necessary that an assignment for benefit of creditors under the 
act be registered in order that it may be valid? 

5. May one partner make an assignment for the benefit of the firm's 
creditors? 

6. What remedy has the assignee or creditors to compel the assignor 
to make disclosure as to his assets and affairs of his estate? 

7. If an assignee before distribution has notice of a claim, but the 
creditor has failed, though notified to do so, to put in proof of claim, may 
the assignee distribute the estate without regard to the claim? 

8. Is a payment of money by a debtor to his creditor open to attack as 
a fraudulent preference? 

9. A debtor executed a chattel mortgage in favor of a money lender in 
consideration of a present cash advance, which, to the money lender's 
knowledge, was intended to be and was paid to a creditor. Is the chattel 
mortgage valid as against the other creditors? 

ID. A solvent trader sold his business to a company consisting of him- 
self, his wife, two sons and a daughter, he holding all the shares but six. 
In part payment of the purchase money the company gave to him deben- 
tures charging all the company's property, both present and future. The 
company went into liquidation. After pajring the debentures there was 
nothing left to pay creditors, including creditors of the trader. Is the 
transaction between the trader and the company valid as against his 
creditors ? 



Commercial Law. 

Time, 3 hours. 

I. A. wrote on September 2d offering to sell wool at a certain price 
to B. and asked for an answer in the course of post. The letter only 
reached B. on the 7th, who accepted at once. Before A. received the ac- 
ceptance he had already sold the wool. What right has A. against B.? 
Would it make any difference to your answer if the letter had reached B. 
on the 3d, and he had answered at once, but his letter of acceptance had 
never reached A.? 

349 

Digitized by VjOOQIC 



Accountancy Problems and Solutions. 

2. (a) What is meant in law by " a consideration sufficient to support 
a simple contract"? 

(b) Is a contract ever binding without consideration? If so, when? 

(c) Without other consideration, when is a smaller sum ever satisfac- 
tion of a greater? 

3. A. being in financial difficulties, his creditors, with the exception of 
B., agree to accept fifty cents on the dollar. As an inducement to B., A. 
secretly agrees to give him seventy-five cents. B. accepts. What rights 
has B. against A., and what effect does this contract have on the whc^e 
transaction? 

4. Corporations have a limited capacity to contract 

(a) Why? 

(b) When can a corporation bind itself on a bill of exchange ? Must 
the corporate seal be attached? 

(c) Generally, is the corporate seal necessary in contracts by cor- 
porations ? 

5. Distinguish the position of a bona Me holder of a negotiable instm- 
ment and an assignee of an assignable obligation in the event of their 
suing for their respective claims. 

6. (a) What is a "Bill of Lading"? Is it negotiable? 

(b) What is meant by "stoppage in transit"? 

(c) When is the right defeated? 

7. (a) What is a "del credere agent"? 

(b) Is the principal liable for an agent's fraud? If so, when? 

8. What are the characteristics of a "common law lien"? How is the 
right acquired and how lost ? 

9. What are the requisites of a valid tender? What is Canadian legal 
tender? 

10. B. verbally agrees to buy a motor car for $1,500 from A. B. re- 
fuses to take delivery of the car. What rights has A.? 
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The State Board of Accountancy of Virginia. 

Examination in Auditing. 

Novcmba 1 7, 1910—1.30 P. M. to 5.30 P. M. 

Answer twelve (12) questions, but no more. Do not repeat qucstioni, 
bat write answers only, designating the questions by number. 

1. Give a brief outline of the duties and responsibilities of an auditor. 

2. In auditing cash payments, how would you prevent the reproduc- 
tion and passing of vouchers a second time? 

3. In auditing the accounts of a corporation for the first year of ito 
existence, what records and documents should be examined, in addition 
to the bocks of account and the vouchers? 

4. If you had not been present to count the cash actually on hand «t 
the date of the balance sheet, how would you afterwards verify its cor- 
rectness? 

5. How would you reconcile the balance shown by the bank settlement 
in the pass book with the balance shown by the check book or cash book? 
Havmg done this, is it necessary to check the deposits shown in the pass 
book with the receipts shown in the cash book? 

6. In preparing the balance sheet of a corporation, how would you 
treat arrears of "cumulative" dividends on preferred stock? 

7. To what extent is it permissible to carry as an asset the "organ- 
ization expenses " of a corporation ? 

8. To what extent do you consider it necessary to verify the following : 
(a) Inventories; (b) Pay rolls; (c) Discounts; (d) Depreciations. 

g. Give a full, detailed account of your procedure in auditing the cash 
account of a large mercantile corporation. 

10. In auditing the books of a concern whose accounts receivable are 
kept in one or more subsidiary ledgers, with a proper controlling account 
in the general ledger, what verification, if any, would you make of such 
accounts? 

11. State how you would verify the following: (a) Purchases; (b) 
Returned purchases; (c) Sales; (rf) Returned sales; (e) Cash receipts; 
(/) Cash payments; (g) Journal entries. 

12. State briefly, and in order of procedure, the different steps to be 
taken in a bank examination. 

13. State your method of procedure in auditing the accounts of a build- 
ing and loan association. 
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14. Define and differentiate capital expenditnre and revenue expendi^ 
ture. 

15. In the case of a corporation which has been in existence for ser- 
eral years, if you were engaged to audit the accounts for the last year 
only, would you consider it necessary to inspect the minute book, stock 
ledger, bond register or any of the entries in the books of account at dates 
prior to that covered by your audit? Give reasons. 



F.xamination in Theoiy of Accounts. 

November 17, 1910—9 A. M. to 12.50 P. M. 

Answer twelve (12) questions, but no more. Do not repeat questions^ 
bat write answers only, designating the questions by number. 

1. State the essential principles of the following forms of bookkeepins 
and describe the method of determining the profit or loss of a business 
under each system: 

(o) Single entry; (b) Double entry. 

2. Define the following: 

(a) Gross profit; (b) Net profit; (c) Trading account; (d) Profit 
and Loss account; (e) Active assets; (/) Fixed assets; ig) Current lia- 
bilities; (h) Funded debt; (•) Cash discount; (;) Trade discount. 

3. Define the following and state what essential difference there is 
between them: 

(a) Trial balance; (6) Balance sheet. 

4. Define the following and state how eacti should be treated in the 
books of a corporation : 

(a) Reserve; (b) Sinking fund. 

5. Define the following and state how you would treat them in a bal- 
ance sheet: 

(a) Prepaid expenses; {b) Contingent liabilities. 

6. Define the following and state some of their respective advantages 
and disadvantages: 

(a) Voucher system; (b) Loose Leaf system. 

7. Describe the process of changing a set of books from single entry 
to double entry. 

8. State the purpose and describe the process of analyzing a ledger. 

9. What are controlling accounts? For what purpose are they em- 
ployed and how are they conducted? 
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la Name two methods of distribating the overhead or indirect ex- 
penses of a factory so as to equitably apportion the same to the cost of 
the different articles manufactured, and state briefly the advantages and 
disadvantages of each method. 

11. How do the accounts of a corporation and those of a copartner- 
ship differ in treatment of the following: 

(a) Capital invested; (b) Distribution of profits. 

12. Describe two different methods in ordinary use for writing off the 
premium on bonds purchased, stating briefly their respective advantages 
and disadvantages. What is the most scientific way of treatii^ said 
premiums? 

13. If called in to make an examination of the accotmts of a mer- 
cantile concern which had suffered fire loss six months after the 
taking of the latest inventory, how would you determine the value of the 
merchandise on hand at time of fire? What verification of the accounts, 
if any, would you make? 

14. Should a manufacturing concern invoice its goods sent to branch 
houses (i) at selling price, or (2) at the prevailing wholesale price of 
the same or similar goods obtainable in the open market, or (3) at cost? 
State advantages and disadvantages of each method. 

15. Define cost accounting, and state wherein manufacturing or factory 
costs differ from commercial or selling costs. 



Elxamination in Commercial Law. 

November 19. 1910—9 A. M. to 12.30 P. M. 

Answer ten questions, but no more. Do not repeat questions, but write 
answers only, designating the questions by number. 

1. State briefly the method to be followed in Virginia in each of the 
following : 

(a) Forming an ordinary business corporation; (b) Dissolving an 
ordinary business corporation; (c) Issuing bonds of an ordinary busi- 
ness corporation. 

2. Describe the following stocks and securities issued by corporations; 
state their leading characteristics, the assets securing them, respectively, 
and their order of preference in case of liquidation : 

(o) Preferred stock; (b) Common stock; (c) First mor^:age bonds; 
{d) Promissory notes securing loans. 

3. Define the following : 

(a) Liability of persons associating themselves together and engag- 
ing in business as a corporation, when the incorporation is defective or 
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incomplete; (b) Liability of stockholders after perfecting the incorpora- 
tion; (c) Public service corporations. 

4- Distinguish between State (Virginia) banks and National banks in 
the following particulars : 

(a) Method of forming; (b) Minimum capital stock prescribed bj 
law; (c) Liability of stockholders in case of insolvency. 

5. Collateral has been deposited with the payee of a promissory noCe» 
but with no special contract as to converting same or subjecting it to the 
payment of the note, which is not paid. How should the payee proceed 
to convert or subject the collateral toward the satisfaction of the debt 
evidenced by the note? 

6. Give the order of pajrment in the distribution of the estate of a 
decedent. 

7. When an endorsed promissory note is not paid at maturity: (a) 
What course should the holder pursue in order to prove that payment 
has been demanded of the maker of the note? (b) Against whom has 
the holder a right of recovery? (c) Against whom has an endorser who 
has been compelled to pay a dishonored note a right of recovery? (d) 
Under what circumstances is an endorser relieved from liability as such? 
(e) How may the liability of the endorser be preserved without protest 
for non-payment? 

8. How should the assets of a co-partnership, and the assets of the 
respective individual members thereof, be applied when the several mem- 
bers owe individual debts in addition to the debts owing by the co-part- 
nership? 

9. Define general agent and special agent, respectively, and state the 
general rules as to liability of the principal for acts of each kind of agent 

10. State three ways by which an agency may be created and three 
ways by which it may be terminated. 

11. Name three kinds of partnership recognized under the laws of Vir- 
ginia; and state, briefly, their distinguishing characteristics. 

12. Distinguish between partners in general business and partners in 
common of a tract of land. 

13. What is a contract? Name the essential elements of a valid contract 
and state who are legally qualified to make contracts. 

14. Mention briefly the distinctive characteristics of a building and 
loan association. 

15. When does the statute of limitations apply in Virginia on: (a) 
Promissory notes; (b) Bonds; (c) Written contracts; (d) ContracU 
under seal; (#) Open accounte; (/) Judgments; (g) Mutual accounU 
between merchant and merchant? 
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Examination in Practical Accounting. 
Friday. November 18. I9I0— 9 A. M. to 12.30 P. M. 

Questions 2 and 5 must be answered. 

Questions i, 3 and 4 optional with the applicant, who must answer two 
of them, but no more. 

Qgestion No. 1. 

Smith, Hill and Davis engage in business under an agreement that 
Smith is to have a salary of 200.00; Hill. $150.00; and Davis, $100.00 per 
month, respectively; that the earnings are to be determined at any time 
at the request of any partner and the profits divided on a basis of the 
amount of business secured by each. They are in business nine months 
and find their accounts as follows : 

Smithes business $4,500.00 

Hill's business 2,800.00 

Davis' business 3,000.00 

Net profits 2,100.00 

They then decide to rescind the salary agreement and divide the prof- 
its shown on a basis of amount of business secured individually, treating 
the salary drawn as an advance. 

You find errors during the nine months period, namely : 

Office furniture, charged to operation $65.00 

Accounts Receivable, Smith's business, uncollectible ... 210.00 

Funds advanced by Davis, credited to his earning account 400.00 

Items not yet paid nor entered into accounts: 

Smith's salary $200.00 

Hill's salary 150.00 

Advertising 27.50 

Qcrk hire 130.00 

Telephone 6.00 

Rent 50.00 

Stationery expense 15.00 

Show the journal entries necessary to readjust the accounts; make a 
statement of the Profit and Los^ account and each partner's personal ac- 
count, showing all corrections. 

QuesticMi No. 2. 

The A. B. Corporation has a dispute with its agents C and D, regard- 
ing the amount due from the agency account, and asks you to state the 
account, which all agree to accept as a basis of settlement On the books 
of C and D you find three accounts with the A. B. Corporation as follows: 
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Old Account 

May X4 1906 $2,500.00 April 1,1908 $59,14149 

June X9» 1906 13,582.00 May & 1908 1943405 

July IS, 1908 28.781.37 June 5,1909 7-50 

Dec. 31,1909 5.756.06 

New Account 

April 6f 1909 $4,976.50 May 3, 1909 $10,000.00 

April 17, 1909 3,219.86 May 18, 1909 17,000.00 

April Xft 1909 7,i".65 May 18,1909 184.66 

April 24, 1909 6^293.21 June 10, 1909 10,000.00 

April 29, 1909 4,915.91 June 20^ 1909 6,500.00 

May 17.1909 3,2i9.73 June 2(^1909 318.44 

May 20, 1909 4,071.11 July 10^ 1909 700.00 

June 8^x909 1,895.19 July iQ. 1909 4371 

June 12, 1909 3,434*26 Aug. 10^ 1909 7,5oo.oo 

June 19,1909 2,699.28 Sept 20, 1909 10,000.00 

June 24, 1909 4,115.22 Oct II, 1909 606.90 

Aug. I, 1909 2,573.82 Nov. 5, 1909 5,000.00 

Aug. 5,1909 3,089.74 Dec. 10,1909 3,500.00 

Sept. 15.1909 1,576.74 

Sept 18, 1909 2,4^.05 

Sept 29, 1909 5472.82 

Nov. I, 1909 2,338.20 

Nov. 3, 1909 2,222.18 

Dec. 17,1909 V 2,927.54 
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Jan. 3, 1910 $1,782.90 Jan. 15, 

Jan. 7, 1910 2,089.11 Jan. 25, 

Jan. 13, 1910 1^16.01 Jan. 31, 

Jan. 26, 1910 4.540.13 Feb. i, 

Jan. 28, 1910 2,708.68 Feb. 3, 

Feb. IS, 1910 4317.71 Feb. 15, 

Feb. 18, 1910 795.31 Feb. 15, 

Feb. 20, 1910 3,212.50 Mar. 31, 

Mar. 18, 1910 1,834.11 Mar. 31, 

Mar. 26, 1910 1,752.52 April 10, 

April I, 1910 1,919.19 April 30, 

April 9, 1910 1,786.54 May 20, 

April 15, 1910 2,447.83 May 20, 

April 24, 1910 3,584.32 June 10, 

April 24, 1910 138.32 June 30, 

May 15, 1910 3.497.86 June 30, 

May 20, 1910 3AX>.43 July L 

June 3, 1910 M77.66 July 24, 

June 9, 1910 1,548.29 Aug. i, 

June 15, 1910 2,180.7s Aug. 20, 

June 30, 1910 3344.2a Aug. 31, 

July 16, 1910 4»57i.59 Sept. 20, 

July 23, 1910 2,085.79 Oct. 10, 

July 28, 1910 1,787.22 Oct. 10, 

July 29, 1910 3.970.87 Oct. 10, 

Aug. I, 1910 2,226.69 Nov. 3, 

Aug. 7, 1910 1,001.04 Nov. 3, 

Aug. 14, 1910 3,112.05 Nov. 17, 

Aug. 15, 1910 2,026.69 Nov. 30, 

Aug. 22, 1910 1,138.74 

Sept Sf 1910 1,173.08 

Sept 7, 1910 2/X)3.77 

Sept 17, 1910 1,933.39 

Sept 21, 1910 i>552.70 

Sept 23, 1910 1,273.12 

Oct 9, 1910 1,284.72 

Oct 15, 1910 2,965.19 

Oct 25» 1910 2329.99 

Nov. X, 1910 3,149.81 

Nov. 7, 1910 3,288.62 

Not. 16, 1910 2,091.50 

Nov. 19^ 1910 1,082.16 

Nor. 22» 1910.. 1,279.80 



1910. 

1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 



$10,000. 

2,500, 

80 

5,000 

123 
4,000 

97 
4,000 

20 
5,000 
5.000 
7.500 

36 
5.000 
4,000 
164. 
7.500. 
5,000, 
5,000 



1910 4,500 



1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 
1910. 



102 
8,000 
2,000 
5,000 

239 
6,000, 

172, 

5.000. 

27 



00 
00 

44 
00 

.22 
00 
88 
00 

55 
00 
00 
00 

45 
00 
00 
06 
00 
00 
00 
.00 
92 
00 
00 
00 
81 
00 
72 
00 
45 
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Interest Account 

AprU 1909 $185.65 Jan. 1910 $376.32 

April 1909 82.90 Jan. 1910 324.58 

May 1909 i»733.68 Feb. 1910 100.00 

June 1909 642.25 Feb. 1910 2B6.35 

July 1909 527.28 Mar. 1910 1,213.94 

July 1909 1455.13 April 1910 203.23 

July 1909 1,019.71 April 1910 224.00 

Aug. 1909 89.56 May 1910 1,000.00 

Aug. 1909 199.61 May 1910 436.25 

Sept. 1909 1,647.29 June 1910 339-31 

Oct 1909 193.21 July 1910 467.22 

Oct. 1909 317.77 July 1910 224.67 

Oct. 1909 103.82 July 1910 245.93 

Nov. 1909 1,264.17 Aug. 1910 213.33 

Dec. 1909 686.68 Sept. 1910 1,183.59 

Jan. 1910 228.92 Oct 1910 221.63 

Jan. 1910 814.30 Nov. 1910 377-31 

Prepare a comprehensive monthly statement of the account, combining 
the three separate ledger accounts, adding interest (computed on monthly 
balances) for any year or parts of a year for the period April i, 1908, to 
Nov. 30, 1910. 

Qaestion No. 3. 

The Boulevard Land Corporation is organized in your home dty for 
the purpose of acquiring 100 acres of land, having same laid off into suit- 
able lots for residential property. 

The Company is capitalized at $25,000.00, which stock is taken in equal 
amounts and paid for by 10 stockholders. The property is purchased for 
$35,000.00; a first mortgage being accepted for $15,000.00 and the balance 
$20,000.00 paid in cash, the remaining $5,000.00 derived from sale of capital 
stock being used to advertise and pay expenses of putting the property 
on the market 

There is a release clause in the mortgage providing that all owners 
of lots on the boulevard can obtain clear title by paying $25.00 per front 
foot to the mortgagee, all other lot's being released at rate of $15.00 per 
front foot 

The stockholders decided to reserve 10 lots 50 feet in width, facing 
the boulevard for their own use; each stockholder drawing a lot num- 
ber from a hat to ascertain which one of the ten should belong to him. 

A and B are engaged in the real estate business and are also stock- 
holders in this corporation, and by vote of the stockholders are appointed 
the general sales agents for the Boulevard Land Corporation. 

In making an audit of the accounts you find that the company has 
paid $9,500.00 in releases; $7,ooaoo to release lots purchased by out- 
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nden and $2,500.00 to pay for the release of free lots drawn by A and 
B as stockholders. Wonld you have any comment to make regarding this 
or any adjustments to make in the accounts? Explain in detail. 

Quesdon No. 4. 

On account of the inability to make collections or to borrow funds, 
Johnson, Jones and Jacobs are forced into bankruptcy. Their statement 
to the receiver is as follows : 

Assets 

Property, consisting of factory and land $37f50o.oo 

Machinery 12,800.00 

(Met furniture and fixtures 1,250.00 

Cash on hand and in bank 900.00 

Slock on hand, raw goods 5,000.00 

Stock on hand, finished for sale 10,000.00 

Aecoonts receivable 20,000.00 $87,450.00 

Liabilities 

Mortgage on property and plant $40,000.00 

Bills payable 25,000.00 

Accounts payable 15,000.00 

Surplus 7>45o.oo $87>450.oo 

What accounts would you transfer to the receiver? 

Open a proper set of books for the receiver covering this business. 

Qgestioii No. 5. 

B dies March 23, 1905, leaving an estate consisting of the following 
property in charge of his executors, X, Y and Z : 

Cash in bank $10,000.00 

Accounts receivable from: 

I $2,000.00 

2 3,000.00 

3 1,000.00 

4 3.000.00 

5 1,000.00 

6 4,000.00 

7 2,000.00 

8 3,000.00 

9 4,000.00 

10 1,000. 00 

$24,000.00 
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Stocks and bonds: 

1. 100 shares Union Bank (par value, 

$100.00) $t2»000.0ll 

2. 40 shares Traders Bank (par value, 

$100.00} 12,000.00 

3. $1,000.00 C. & O. 4's— J. & J 1,050.00 

4. $5,000.00 P. R. R. 6*s— M. & S 4,500.00 

5. $10,000.00 N. Y. C. 3i's— J. & J 10450.00 

$40,000.00 

and three parcels of unimproved real estate. 

Three of his heirs are also indebted to him for money loaned: 

C $5,000.00 

D 6,000.00 

E 7iOOO.oo 

$18,000.00 



The will directs the executors to dispose of the real estate^ coovert 
the other assets and distribute the funds, to wit: 



Widow one-half 

fc ] 

D Lone-sixdi each 

E J 



Children 



Up to April 30, 1906, the executors collect all the accounts receivable 
with the exception of items No. 3, No. 6 and No. 10, on which they 
realized only $4,500.00, the balance being uncollectible. 

Bonds No. 3 and No. 5 matured January i, i9o6» and bond No. 4 
matured March i, 1906, and were redeemed at par. Stock No. 2 is sold 
8Lt $325.00 and stock No. i at $125.00, both sales taking place on April 
15, 1905. 

The real estate is sold for cash, $5,000.00; and mortgages $io,ooaoo. 

Interest has been received on bank balances, $300.00; accounts receiv- 
able, $50.00; and on each of the bonds at the regular interest periods in 
full: 

The executors pay decedent's debts and funeral expenses, $i,ooo.oa 
G)unsel fees, $500.00; safe deposit box rent, $10.00; and office expenses 
incident to collection of income, $500.00. The executors waive their 
claim to commissions, but ask for an allowance to cover expenses in- 
curred by them of $75.00 each. 

State the executors' first and final account and prepare a statement 
for the purpose of guiding the court in directing a distribution to be 
made to the heirs. 
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intermediate and Final ExaminaHons of the bstitote 

of Chartered Accountants, Held During 

November and December, 1910. 



Bookkeeping aocl Accounts. 
(Including Paitnenhip Accounts.) 



1. From the fdlowing combined trading and profit and loss aooMuAs 
0f a private firm for the year ending 31st December, 1908, and from die 
profits of the two previous years, show the amount upon which income 
tttx (due January, 1910) should be paid: 

Dr. 

To Stock £1,200 

** Pmrhases 8^500 

*• Wages 5,400 

*• Carriage 550 

" Gas and Water, and Municipal Rates 260 

** Salaries (Partners) 800 

•* Bad Debts written off 140 

* Repairs to Buildings, cost 300 

" Repairs and Renewals of Plant, cost 200 

** Income Tax loi 

'' Interest on Capital 250 

" Interest on Loan from Bankers 80 

" Rent of Works charged at 6 per cent on cost 300 

" Profit 1,110 

ilftlQI 

Cr. "~" 

By Sales £i7i5ii 

" Stock 1,600 

** Rent from Property included in Works Assessment under 

Schedule A, at £300 gross 80 

£19,191 

The amounts of the annual profits, upon which the previous assessment 
was made, were: for 1905, £2,450; for 1906, £2,950; for 1907, £2,700. 

2. You are to be appointed auditor under a partnership deed. The draft 
articles of partnership are sent to you for your opinion and approval of 
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clauses affecting the accounts. What matters of account would you ex- 
pect to be mentioned in the draft articles, and state shortly the objects of 
the clauses. 

3. A trading company takes out a capital redemption policy with an in- 
surance company to provide for a wasting asset, paying £80 per annum 
premium. The premium is to be provided out of revenue. 

Give examples showing the entries to be made in the books of the trad- 
ing company (i) annually, and (2) upon payment of the capital stun by 
the insurance company. 

4. A. and B. carried on business in partnership and divided profits and 
losses in proportion to their capital, three-fifths and two-fifths. On ist 
January, 1910, A.'s capital was £10,500 and B.'s £7,ocx), as shown by a bal- 
ance sheet of that date. They agreed to admit C as a partner from the 
same date on the following terms: 

(i) The assets, liabilities, and capital to be taken as shown in the 
balance sheet. 

(2) £2,500 to be added to the assets for goodwill 

(3) The amount of goodwill to be added to A.'s and B.'s capital in 
the proportions in which they divide profits. 

(4) C. to pay to the partnership sudi a sum as will give him one-fifth 
share in the business. 

State what amount of capital C. has to bring in ; set out the capital ac- 
count of each partner in the new partnership, and state in what propor- 
tions the profits will be divided in future, A. and B., as between them- 
selves, sharing in the same proportions as before. 

5. Herbert Smith and Ernest Jones are in partnership, sharing profits 
equally and having each a capital of £5,000. It is provided in the articles 
of partnership that a partner may retire upon giving certain notice to the 
other and that in the event of a partner retiring he shall be repaid his 
capital, proportionate share of profits to the date of dissolution, less. his 
drawings — ^these profits to be taken on the basis of the average profits of 
the last three completed years, as stated in the balance sheet book signed 
by both partners — ^and in addition he shall be paid his share of the good- 
will, viz., half the goodwill of the business. The goodwill to be consid- 
ered equal to three times the average profits of the last three completed 
years. 

The amount pasrable to Herbert Smith for capital, profits, less drawings 
and goodwill, is to be satisfied by giving six bills of equal amounts carry- 
ing interest at the rate of 5 per cent, per annum from ist October, 1910. 

The yearly accounts are made up to the 31st December, and Herbert 
Smith retires on 30th September, 1910. 

The signed balance sheets show the following profits : 

Year to 31st December, 1907 £10,000 

" " " 1908 3,000 

" " " 1909 2,300 
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Show what amount is dae to Herbert Smith for capital, goodwill and 
profits, he having already drawn £500 on accomit of profits, and the 
amount of each bill with the interest thereon added to it 

7. Directors of a Limited Liability Company (having an authorized cap- 
ital of £120,000) issue a prospectus inviting applications for 100,000 shares 
of £1 each, and stating that 10,000 shares will be issued in addition as 
fully paid to the vendor in part payment of purchase money. 

2/6 per share is payable on application. 
2/6 " " on allotment 

5/- " " 3 months after allotment. 

10/- " " 6 " " " 

The capital offered was over-subscribed by 10,000 (ten thousand) 
shares. 

The amount due on allotment was received in full. The sum of £24,000 
was received in respect to the first and £48,000 in respect to the second 
call 

The purchase money is stated to be £80,000, viz.: 

Land and Buildings £35iOOO 

Stocks and Works in Progress iSfOOO 

Machinery and Plant 20,000 

Cioodwill 10,000 



£80^000 

Make the journal entries necessary to open the books of the company 
and to record the payment of the instalments, stating where the detaib of 
calls in arrear should be found. 

8. You are asked to complete a balance sheet from books you were 
unable to balance. 

What would you do with the difference in figures? 
What are the dangers attending differences in figures? 

9. The following was the balance sheet of a firm upon dissolution of 
partnership, A. retiring, B. continuing the business. The partners' shares 
as to capital and profits were: A., three- fourths ; B., one-fourth. 



Capital, A. ^Qiooo 

Capital, B 3,000 

Loan from A 2,000 

Creditors 1,800 

Reserve 1,200 



£17,000 



Freehold £12,000 

Debtors 3,000 

Cash i/xx> 

Stock 1,000 



£i7fiO0 
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A. agreed to buy the ireehold for £10,000. 
The stock was taken over by B. at 10 per ceflt disceunt. 
The debtors realized 86 per cent of their value. 

The costs of the liquidation exclusive of the above deficiencies were 
£470. 
What did eadi partner receive? 
Show cash acoouoti liquidation account, and the partners' accounts. 

10. When preparing the annual accounts of a London firm having 
branches in New York and Brussels, state generally how jrou would deal 
in the London books with the balances appearing in the branch ledgers, 
and also how the question of the rate of exchange would affect the year's 
results. 



Bookkeeping and Acconnts. 
(Including Executorship AccounlaO 

1. PrQ>are journal entries to record the following transactiofis in dM 
books of a limited company: aoo shares of £1 each, 15s. called up, and 00 
which 5s. per share had been paid, were forfeited and subsequently sold 
to X. for £130, credited with 155. per share paid up. 

2. Prepare a balance sheet at 30th June, 1910, and profit and loss ac- 
count for the year ended that date, of the Shop G>mpany, Limited, from 
the following particulars, viz. : 

The authorized share capital is 80,000 5 per cent preference shares of 
£1 each, and 40,000 ordinary shares of £1 each, of which 60,000 preference 
and the whole of the ordinary shares have been issued and fully paid up. 

Bills Receivable £270 

Bills Payable 150 

Premises Depreciation Account 4*ooa 

Cash at Bank and in Office 210 

House and Office Furniture 400 

Transfer Fees ao 

Directors' Fees 600 

Doubtful Debts Reserve 300 

Bank Charges and Interest 250 

Stock at 30th June, 1910 afilSm 

Bank Loan $fito 

Law Costs aoo 

Trade Debtors 13,000 

Office Expenses, Rent, Salaries, Audit Fee, etc 2,970 

Change Cash at Shops 250 
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Reserve i,aoo 

Rents, Insurance, etc, paid m advance ^o 

Trade Creditors. .►►... ^ 13,500 

Profit and Loss Account, Credit Balance at 1st JaJsr* 1909 850 

Freehold and Leasehfild Premises 85/xx> 

Sundry Creditors 26b 

Horses, Carts, Vans,, etc 2,000 

Trading Account (Profit). 12^000 

Bills Receivable under discount 270 

Provide 10 per cent depreciation on house and office furniture and on 
fiorses, carts, vans, etc Make a further reserve of £300 for doubtful debts 
and increase premises depreciation account and reserve account by £1,000 
each. 

What will be the balance of profit to carry forward after providing for 
die payment of the preference dividend and a dividend o£ S% per cent on 
die ordinary shares? 

3. Journalize the following transactions of a. limited company : 

The company was registered on the ist January, igoS, with a nomiaal 
capital of £120,000, divided into 120,000 shares of ii each, of which 40,000 
were issued as fuUy paid to the vendor as part purchase consideration, 
4A00O offered for subecciption t» pcovide working capital, payable as to 
58. per share on application, 5s. per share on allotmeaty and the remaindeg 
in two calls of 5s. each; 40,000 shares to be held in reserve for future 
issue. The vendor also received £10,000 in 5 per cent, debentures, being 
the balance of the purchase consideration. 

1908. 
January 5 — Applicaliions were received for 35,000 shares. 
" 6— Allotment made of 35,000 shares. 

" 10— Amount due on allotment of 35,000 shares was received. 
February 10 — First call of 55. per share was made payable on the 24tfa 
February. 
" 10-^40,0001 lullai pand shares allotted to vendor. 
'^ 10—5 per cent debentures issued to vendor for iiofio^ balance 
of f ttrchase money. 

4. State briefly the principles governing cost accounts, and give a form 
of cost sheet suitable for a manufacturing business, entering not less than 
fix items of cost relating thereto. 

5. John Jones died on the 30th April, 1910, leaving the following estate: 

Cash in House.. .« •. £27 

Cash on Deposit at Bank 5,000 

Cash on Current Account at Bankers ....• 550 

Honehold Furniture, valued at ^;ooo 
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Mortgage at 4 per cent of leasehold premises to secure £4,ooa 

Six months' interest fell due on the 30th June, 1910. 

£8,000 Consols, 2^ per cent 6400 

£4,000 Japanese 4 per cent Loan ^700 

Half-years' interest payable on the 30th June, 191a 

Debts Due to Testator 1,900 

Life Policies and Bonuses 6fioo 

Sundry Creditors 100 

You are required to write up the books and to make out a balance sheet 
at the 31st October, 1910, ignoring income tax and interest on bank 
deposit. 

The widow was to have the use of the furniture for life and an imme- 
diate legacy of £1,000, which was promptly paid. 

Funeral expenses and testamentary expenses amounting to £75 and 
£1,500, respectively, had been paid, and the liabilities discharged before 
the 31st October. 

The life assurance moneys had been received, as also all interest due on 
investments, and the debts had been collected, with the exception of £150^ 
which had proved bad. 

6. Explain the difference between a trading account and a profit and 
loss account, and state in which account you would place the following 
items, giving your reasons : 

Purchases. Advertising. 

Carriage and Freight Sales. 

Debenture Interest Stocks on Hand. 

Depreciation. Returns. 

Allowances. Discounts. 

Bad Debts. Fuel. 

Wages. Packages. 

Commission. Directors' Fees. 

7. From the following items, appearing in the trial balance of the books 
of a company at the close of its financial year, prepare a profit and loss 
account, giving effect to the further remuneration of the directors as men- 
tioned below: 

Dr. Cr. 

£ 8.d. £ a. d. 

Directors' Fees 2/xx> o o 

Rent 500 o o 

Salaries 350 o o 

Law Charges 50 o o 

Ore Sales 40,500 o o 

Advertising 25 o o 

Interest 42010 o 
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Dr. Cr. 

£ s. d. £ s. d. 

Transfer Fees 19 lo o 

Income Tax 70000 

Depreciation 300 o o 

Audit Fee 40 o o 

Sundry Expenses 155 o o 

The directors are entitled, under the articles of association, to appro- 
priate and apply, by way of further remuneration, in any year in which a 
dividend is payable (assume the payment of a dividend), a sum equal to 5 
per cent upon the amount of the profits for each year. 

8. J. B. died on the 31st May, 1909, possessed of 500 5 per cent cumula- 
tive preference shares of £5 each in Robinson's Brewery Company, Lim., 
upon which dividends for two years were in arrear. On the 30th June, 
1909, the company declared dividends sufficient to pay the preference share- 
holders for the year ended 30th April, 1909, with arrears. How would 
you deal with these dividends in the executors' accounts? 

9. A limited company goes into voluntary liquidation on the 31st De- 
cember, 1909, having assets appearing in the books as follows: 

Works and Other Properties £90,000 

Liquid Assets 10,000 

Its liabilities are £20,000, and its capital (paid up) iioo,ooo. The assets 
are sold to a new company for £50,000, payable in shares of that company 
of £1 each, credited with 15s. per share paid up, and £^2,000 in cash, which 
latter just suffices to pay the liabilities and costs of liquidation. Close the 
books of the company in liquidation. 

la The undermentioned errors were discovered in the books of J. John- 
son & Co., affecting the year ended 30th June, 1910: 
1910. 
(i) April 20— A cheque received from W. Brown for £11 was posted 
to his credit as lis. 

(2) May 31 — A sale of £26 los. was credited correctly but debited 

to the customer's account as £20 6s. lod. 

(3) Jttne 20 — (k>ods were returned by R. Carr of the invoice value 

of £27 los., and were taken into stock at £25, but 
returns were not entered in the books until the 
following month. 

(4) June 29— The acceptance of Badart Freres to Johnson & Cx).'s 

draft for £220, payable in Paris and which had been 
discounted, was dishonored. The acceptance was 
worthless and the bankers debited Johnson & Co.'s 
account on the ist July, 191a 

Show how the adjusting entries should be made in J. Johnson ft Co.'s 
books at the 30th June, 191a 
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Auditing. 

I. A special form of accounts is prescribed by statute for: 

(a) Railway Companies. 

(b) Gas Companies. 

(c) Building Societies. 

Give three salient features out of each form as prescribed. 

X In anditing the accotmts of a tradinir undertakiqg yov find tiiat aa 
acootnit is kept m a private ledger for the bought ledger and also for tlie 
sold ledger. Both of these accounts are ia agreement with the total bal- 
ances as abstracted in detail from the bought and sold ledgers respectively. 

You are not required to check the postings of the individual entries in 
the subsidiary ledgers, but apart from this you are asked to take such ac- 
tion as shall in your opinion be a check against possible fraud. Set oat 
the work which you would recommend should be done. 

3. The A. B. Company make up their accounts to 31st December, 1908. 
The demand note for income tax for the year cadtng gtk A^ril, 1909^ has 
been received as fc^ws: 

£ 8.d. 

Schedule A. Property held on lease at £600 per annum 25 o o 

Schedule D. Assessment, £15,640 782 o o 

Sdiedule £. Directors 50 o o 

The following payments have been made, ail less incoaie tax : 
Rent on each quarter-day, four quarters to Christmas, 190S. 
Directors' fees, £i,ooa One year to 31st December, 1908. 
Debenture interest at 5 per cent per annum on £50,000, paid jotfa June 

and 31st December, 190& 
Interim dividend, 4 per cent, to 30th June, paid 31st August, 1908, on 

£100,000 ordinary share capital 
It is proposed to pay a final dividend of 5 per cent, less income tax» 
on i^th February, 1909. 
Set out in ledger form the account with the Income Tax Commissioners 
on. 31st December, 1908,. as you would desire it to be stated. 

4. The balance sheet of a company of which you are the auditor con- 
tains " inter alia " the following entries when presented to you : 

Dr. Debentures at 4 per cent £30,000 

Sundry Creditors: 

Trade Accounts £12,000 

Loan " 5,000 

Bank Loan 7,500 

24,500 

Cr. Investment in Government and other securities 14,249 
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ToB ascertain the following facts: The debentures are part of an an- 
tiiorized issue of £40,000. 
The investments consist of the following securities: 

Consols, £3,000 stock at 80 £9^400 

India 3^ pcr cent £2,000 stock at 92 i340 

The Quick-Burst Gold Mining G)nipany, Lim.» 10,000 ordinary 

shares of £1 each (quoted at is. 6d. per share), cost 10,000 



£14.240 

The bank holds as security the India stock and £5,000 debentures, addi- 
iamnskl to the £30,000 shown on the balance sheet. 

An undertaking has been given by the company to the loan creditor to 
isBoe £5,000 debentures to him if called for. 

State what additions or amendments in the balance sheet in respect of 
the items stated you would desire and your reasons in each case. 

5. The premises of a trading company are held on lease for thirty years. 
They were acquired M a presmmfi and large sums have been expended on 
additions and improvements. In the first ten years considerable sums 
have been set aside im ^ aoccmnts for ]eaadu>kl redemption before dis- 
closing to the shareholders the profits of each year, and the total amount 
so provided to 31st December, 1906, is largely in excess of the amount 
necessary to write off the leasehold asset proportionately during the thirty 
years. 

The eleventh year, 1909, is a bad year, the profits have declined, and to 
enable them to pay the customary dividend the directors determined to 
make no provision out of the profits of that year for leasehold depre^ 
ciation. 

State what you would do, as auditor, showing the form your action 
would take, and give the reasons for your procedure. 

6. In auditing the accounts of a manufacturing business you are asked 
particularly to ascertain that all outstanding accounts have been brought in. 

How would you satisfy yourself on this point as regards: 

Wages? 

Rates and Taxes? 

Bought Accounts? 

And state two other heads which you would investigate. 

7. Give the form of report you would make to the members of a Lon- 
don limited company whose business is carried on abroad, and whose for- 
eign accounts are audited and certified locally. 

8. State briefly the difference m principle between the audit of the ac- 
counts of a private partnership and a limited company. 
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g. Yoa are appointed auditor on the formation of a limited compaiu, 
and are instructed to examine the books for the purpose of certifying the 
particulars required for the statutory report under the Companies Adt, 
1908. What steps would you take to enable you to give the necessary cer- 
tificate in respect of: 

(a) Shares allotted by the company. 

(b) Cash received in respect of such shares. 

la On the formation of a limited company to take over an established 
business it frequently happens that a considerable sum is paid for the 
goodwill. 

Give an instance where you would consider it necessary that yearly 
provision should be made out of profits to extinguish the asset, and a 
further instance where you would consider such a course unnecessary, 
and state your reasons. 



Final F.xainination» November-December, 1910. 

Bookkeepbg and Accounts. 

Gnduding Ezecutoraluip Accounts.) 

I. J. Smith's balance sheet showed the following assets and liabilities : 

Land and Buildings iiSObOOO 

Stock loofioo 

Work in Progress ASJOOO 

Sundry Debtors. 55iOOO 

Patent Rights 8^ 

Cash in Bank 5,000 

Sundry Creditors 50,000 

Sundry Bills Payable 6yooo 

A limited company (J. Smith, Sons & Co., Lim.) was formed to pur- 
chase the business for the sum of i3SO,ooo, payable as to £100,000 in ordi- 
nary shares, iioo,ooo in preference shares, iioo,ooo in 4^ per cent, deben- 
tures, and the balance in cash, the company agreeing to take over the 
assets of J. Smith (with the exception of the bank balance) and the liabil- 
ities to creditors. 

The registered capital of the company was £400,000^ divided into 250^000 
ordinary and 150,000 preference shares of £1 each. 

Fifty thousand ordinary shares and the balance of the preference shares 
were issued for subscription by the public, payable 5s. per share on ap- 
plication, 5s. per share on allotment and los. per share one month after 
allotment 
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The issued capital was fully subscribed, and the shares (including the 
vendor's shares) and the debentures were allotted by the company on ist 
March, 1910. 

By the 30th June all moneys due thereon had been received by the com- 
pany except the amounts due on allotment and call accounts in respect of 
200 ordinary shares and 100 preference shares, and the directors had dis- 
charged the company's cash indebtedness to the vendor, paid the pre- 
liminary expenses of £5,000, and declared the shares forfeited upon which 
allotment and calls were in arrear. 

Give the entries which should appear to record these transactions (in 
totals) in the company's journal, cash book and ledger. 

2. A. Andrews & Co., of London, consign goods to the value of £2,000 
to their agent, B. Bengalee, in Bombay, and draw on him for £1,500 at 
three months, discounting the bill at the National Provincial Bank for 

£i^S. 

The charges for insurance, freight, etc., paid by A. Andrews & Co. 
amounted to £70. 

In due course B. Bengalee rendered an accotmt sales to A. Andrews & 
Co. for £2,500, less commission, etc, £85, enclosing a sight draft for the 
balance. 

Record these transactions in A. Andrews & Co/s books. 

3. "A." and "B." are in partnership as brewers, and the amount of 
their assessment under Schedule D for 1910-11 has been fixed by the sur- 
veyor at £1,222 (£1,240, less allowance for wear and tear, £18). 

The surveyor has disallowed compensation fund charges, £56. 
"A.," on behalf of the firm, has made a return as under: 

Profits of Trade £1,186 

Less Interest on Mortgages (gross) 438 

£748 

-A.'s" Share (one-half) £374 

-B.'s" Share (one-half) 374 

£748 

The separate returns of the partners for purposes of securing abate- 
ments were as follows: 

A. B. 

Profits of Trade £374 £374 

From Property (half each of the Schedule A Assessments of 

the licensed properties) 119 119 

Share Dividends (gross) already taxed 15 Nil 

fto8 £493 
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A. uid B. DBTC sppesled ag^amst die asscBMiciit made 
Show the amount of tbe firm's ukimate assessmeat asd the total amowit 
of tax payable. 

(i) Assuming the compensation fund charges are allowed on appeal; 

(2) Assuming tiie compensation fnnd ckargea are not allowed om 
appeaL 

4. On 3i8t Dccemher, 1909, the trial hakuace of the Motor Engineeriac 
Company, Lim., was as under: 

5,000 Ordinary Shares of ii each iSiOOO 

zoo 5 per cent Debentm-es of £10 t»di i^aoo 

Goodwill £2,000 

Freehold Property 1,500 

Bdadiinery and Tools 100 

Fixtures and Fittings ao 

Hire Cars 500 

Sundry Debtors 2,500 

Stock of Accessories, Tires, Petrol, Oil, eta, 31st De- 
cember, 1909 9S0 

Cash at Bank 1,055 

Sundry Creditors 153 

Reserve for Bad Debts, 3Tst December, 1908 80 

Accessories, including Tires and Tubes (used) 2,000 

Petrol, Oil, etc. (used) 550 

Cost of Repairing Cars (Wages and Materials) 750 

Charges to Customers for Repairing Cars 9bo 

Expenses of Hire Cars aoo 

Wages (Yardmen, etc) lao 

Charges to Customers for Hire Cars 330 

Sales of Accessories, including Tires and Tubes.. ^figfi 

Cars Purchased for Resale ii^uto 

Sales of Petrol, Oil, etc 750 

Sundry Receipts (Washing Oirs, (Charging Batteries, etc) 85 

Car Sales lajtoo 

Management Expenses 450 

Garage Rents 45 

Repairs, Plant, etc 18 

Bad Debts written off S» 

Carriage on Ors Sold 80 

Debenture Interest to 31st December, 1909 50 

Ordinary Share Dividend to 31st December, 1908 500 

Ptofit and Loss Account (Balance, 31st December, 1908) 8m 



£^Sfi9S fe3.693 

Depreciation is to be written off machinery and tools at the rate of 20 
per cent., fixtures and fittings 10 per cent, hire cars 25 per cent 
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The reterve for bad debts is to be increased to 5 per cent on the sunder 
debtors and 25 per cent of the net profit for the year is to be reserved for 
oommission to the manager. 

Prepare complete aocowits in the fonn which, in your opinio^ is os- 
culated to give the greatest amount of information to the directors as to 
the working results of the busiafss at a glance. 

5. X. died on 31st May, 1909, possessed of the following estate : 

Freehold Property (let at £6cx) per annum, payable quarterly, Rent 

received to 25^1 March, 1909) ii2fi€0 

Life Policies and Boirases 2,500 

Cash at Capital and Comities Bank lo^ooo 

Cash in House 25 

Household Furniture and Effects 1,000 

4% Debentures (interest payable June and December, interest re- 
ceived to 31st December, 1908) 4)5*0 

Capital in X., Y. and Z X5>ooo 

Share of Profits in X., Y. and Z. to date of death 500 

Liabilities. 

Debts due at death i6oo 

Mortgage on Freehold Property (interest at 4 per cent, payable 

on usual quarter days, has been paid up to 25th March, 1909) 3,000 

By his will X. left his property as under: 

To his wife A. (an executrix) £50 in cash, his household furniture and 
effects (both free of duty), and the income from the residue of his estate 
during her lifetime. 

To his son B. (an executor) £50 in cash and his freehold property, both 
free of legacy and succession duty. 

To his friend C (an executor) £50 in cash, £500 ^ Consols standing in 
my name at the Bank of England," and £250, " part of my deposit at Paris 
Bank." 

To his son D. the capital in the business of X., Y. and Z^ free of duty. 

To his daughter R £5,000 free of duty and the residue of his estate on 
the death of her mother. 

On 31st August, 1909, the executors obtained probate, paid the estate 
dHty, the funeral expenses (£80), the debts due at the death and the 
executorship expenses (£177 8s). 

On 29th September, 1909, the mortgage on the freehold property was 
paid off by the executors, together with interest to date. The legacies 
and the devise were satisfied and the duties thereon paid. 

Assume that the assets realized the amounts stated, the debentures be- 
ing sold on 31st December, 1909, that all income due to the estate has been 
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received, and that on ist January, 1910^ the residue of the estate was 
placed on deposit at the bank at 3 per cent, interest, write up the execu- 
tors' cash book for the year ended 31st May, 1910, set out the estate ac- 
count and the legacy account as they should appear in the executors' led- 
ger, and prepare an income account for the year and a balance sheet 

N. B. — ^Income tax is to be ignored, and interest and apportionments may 
be calculated in months. 

6. May a trustee legally carry on the business of a testator? If so, 
under what circumstances, and what are his liabilities? 

7. A testator with an ample estate, left for the most part upon trust for 
many years, gave an annuity to a stranger in blood without any specific 
instructions as to the funds which were to provide such annuity. 

State the different ways in which the trustees may provide for the pay- 
ment of this annuity. 

What duty is payable, and at what rate? How is the amount of duty 
arrived at, and how may it be paid ? 

8. " A.," the sole executrix of a deceased testator, " B.," whose will con- 
tained no instructions as to the investment of his estate, was entitled to 
the whole income of the estate for her life only. 

Amongst the assets were a property held on a long lease, valued at the 
date of death at ii,ooo, and a mortgage of £2,000 on a freehold property. 

The executrix allowed these investments to remain unchanged and con- 
tinued to receive and devote to her own purposes the whole of the income 
arising therefrom. 

Eventually the mortgagor of the freehold property became bankrupt^ 
the executrix foreclosed, and for some years received the rentals. These 
did not, however, suffice to cover the interest on the original mortgage^ 
which at the date of the death of the executrix was £150 in arrear. 

Both properties were then sold by the persons entitled to the capital of 
the estate, the leasehold property realizing £500 net and the freehold 
property £1,800. 

How is the loss on these two properties apportioned between "A.'s" 
estate and "B.'s" estate? 

9. John Jones' profits for the five years ended 30th April, 1909, properly 
assessable for payment of income tax (after allowance of £120 in each 
year for schedule A assessment of his business premises) were as under: 

Year ended 30th April, 1905 £5.700 

" " " *• 1906 5.500 

'• " " " 1907 4,700 

" " " " 1908 4,100 

" " " " 1909 3.500 
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As a director of a limited company John Jones has received £150 in each 
of the five years. 

He owns house property, the gross rentals of which amount to £450, 
which are assessed under schedule A at ijoo net. 

His wife has a private income (taxed at its source) of £500 per annum. 

He pays life insurance premiums upon his own life, amounting to £250 
per annum. 

State the amount of John Jones' total liability for income tax under the 
various schedules for the year ended 5th April, 1910, and the figures you 
employ to arrive at your results. 

xa In what cases is " settlement estate duty " payable? To what account 
would you charge the duty in the trustee's books, how would it appear 
in the annual balance sheet, and by whom would it it eventually be borne? 



Bookkeeping and Accounts. 
Gncluding Partnenliip Accounts.) 

X. A. and B. carried on business as pottery manufacturers at Hanley, 
under the style of A., B. & Co. They dissolved partnership on 31st Marcht 
igog, A. retiring from the business and B. continuing to carry it on under 
the same style and purchasing A.'s share therein at the amount shown as 
his capital at 31st March, 1909, after a proper revaluation of the assets. 

The firm's balance sheet at December 31st, 1908, was as follows : 



Liabilities, 

Sundry Oeditors £5»ooo 

Bills Payable 1,500 

Mortgage on Land and 
Buildings at 4 per cent.. 7,500 

A., Capital 14,500 

B., *• 9,500 



£38»ooo 



Assets. 

Land and Buildings iio,ooo 

Plant and Machinery 6,000 

Loose Plant and Tools 3,000 

Stock-in-Trade 9,000 

Sundry Debtors after pro- 
viding for Bad Debts 

and Discounts 7,500 

Bills Receivable 1,000 

Cash in hand and at Bank. 1,500 



i38,ooo 



Profits and losses both of revenue and capital were divided in the pro- 
portion of A., two-thirds, and B., one-third. 

The revaluations at 31st March resulted as follows: Land and build- 
ings, £9,100; plant and machinery, i5,6oo; loose plant and tools, £3,500; 
stock-in-trade, iC8,ooa 
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The other assets at that date were agreed as follows: Sundzy debtors 
(after providing for bad debts and discounts), £8,500; bills receivaUe, 
i6oo; cash in hand and at bank, i2,ooa 

The liabilities were: Loan on mortgage at 4 per cent^ £7*500 (interest 
paid to jist December, 1908) ; bills payable, £1,000; sundry crditors, £3.500. 

Make out the necessary adjustment accounts and balance sheet at 31st 
March, 1909. 

2. What steps must A., the person referred to in the previous question, 
take to secure himself from all risk of being held jiable for any of the 
debts of the firm contracted after his retirement? 



3. How would you treat foreign branch account in the following < 
(i) Where the rate of exchange is stable. 
(2) Where the rate of exchange is fluctuating. 
Explain on what basis you would incorporate the accounts of the 
foreign branch in the head office books, taking France as an example of a 
stable rate and Brazil as an example of a fluctuating one. 



4. Henry Wilson sold his business to a limited company, but agreed to 
serve the company as manager for a period of ten years. The directors, 
in order to protect the company in some measure against loss in the event 
of the death of Henry Wilson, decided to insure his life for £10,000, with- 
out profits, payable at death or at the end of ten years. How should 
the annual premiums on the policy be treated in the accounts of the com- 
pany? Give "pro forma" journal entries. 

5. A., B., C and D. carry on business in partnership as engineers and 
iron founders. They decide to convert their business into a private limited 
company as on ist July, 1909. The firm's balance sheet at that date was 
as follows: 



LiabiHHes, 

Sundry Creditors £7,000 

Northern Bank, Lim 3,000 

Capital A 25,000 

B 15,000 

C 10,000 

D 10,000 



£70,000 



Assets. 

Leasehold Premises £15,000 

Fixed Plant and Machineiy 20,000 

Loose Plant and Tools 10,000 

Sundry Debtors 7,000 

Stock-in-Trade 12,000 

Patterns, Trade Marks and 

Patents 5,000 

C3ash in hand 1,000 



i7O,O00 



The company took over the business at the price of £66«00G^ and in 
addition paid the firm's liabilities. 

376 



Digitized by 



Google 



C. p. A, Examination Papers. 

The capital of the company is £100,000, divided into 35»ooo 6 per cent 
ctunulative preference shares of £1 each and 65,000 ordinary shares of £1 
each. 

The purchase price was discharged hy the allotment to A. of 15,000 
preference and 10,000 ordinary shares, to B. 15,000 ordinary shares, and to 
C and D. each 10,000 ordinary shares, all fully paid. The balance of 
;^ooo was to be paid in cash and divided amongst A., 6., C and D., in 
proportion to their respective capitals in the firm. 

The above shares were duly allotted on first July, 1909, and on the same 
date 5,000 preference shares were allotted to E. and 5,000 to F., in pursu- 
ance of applications received from them, and A., 6., C, D., R, F. and G., 
who had signed the memorandum of association for one share each, were 
ordered to be registered in the books of the company in respect thereof, 
and each of them paid up the £1 due thereon on the same day. On July 
loth £. and F. both paid up for their preference shares in full, and on 
July i8th the balance of the purchase money was paid to the vendors. 

Make the necessary entries in the company's journal and cash book in 
respect of the above transactions, and open and post up the vendor^ 
account in the company's private ledger. 

6. What do you understand by the term " Novation " as applied to part- 
nerships? Explain fully what is necessary to constitute "Novation." 

7. The City and Suburban Gas Company rebuild and re-equip part of 
their works at a cost of £50,000. The part of the old works thus superseded 
cost ijo,ooo. The capacity of the new works is double that of the old. 
£2,000 is realized by the sale of old materials, and old materials valued at 
£1,000 are used in the reconstruction and included in the cost of £50,000 
above mentioned. The cost of labor and materials is 10 per cent, higher 
now than when the old works were built 

Give the journal entries for recording the above transactions in the 
books of the company, showing particularly what amount you consider 
should be charged to capital expenditure and stating your reasons for 
your decision. 

8. What is the Bankers' Clearing House? Explain shortly the system 
on which it is worked, taking for Uie sake of example four banks. A., 6., 
C. and D. 

9. Smith, Jones and Robinson are partners. Robinson has a salary of 
£200 per annum, and the profits of the firm after paying his salary are 
divided equally between Smith and Jones until they have received £500 
each, after which the balance is divided equally amongst the three. 

The profits of the firm for the year 1907 were agreed with the Surveyor 
of Taxes at £1,400, and for 1908 at £i,5oa 

For 1909 the profits after charging Robinson's salary were £800. Smith 
held £6,000 Midland Railway 3^ per cent debenture stock, Jones owned 
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the house he lived in, which was assessed at £Bo gross tinder schedule A. 
Rohtnson had no other source of income. 

Smith's life assurance premiums amounted to £40, and Jones' to ijo 
per annum. 

Prepare the firm's return for income tax and the partners' separate 
returns, claiming abatement and also relief in respect of earned income, 
and show what will be the amount the firm will have to pay tnoome tax 
upon for the year 1910- 19 11. 

la What do you understand by the term, "On Cost"? Upon what 
basis or bases do you consider it should be calculated? Give your 
reasons. 



Auditiiig. 

1. As auditor to a limited company what evidence should you require 
as to the existence and value of the following assets? 

(i) Loose tools. 

(2) Patents. 

(3) £5,000 Chinese Bonds. 

(4) Loan secured by mortgage on freehold property. 

2. Criticize from your standpoint, as auditor, the following items which 
appear in the published balance sheet of a company: 

Liabilities, 
Sundry balances and accounts not closed £1,074,488 i6s. iid. 

Assets. 
Cash at bankers, in hands of agents, and investments 

(less acceptances) £2,679^4 7s. od. 

3. The following item appeared amongst the assets of a Colliery Com- 
pany, of which you are the auditor: 

Short workings £2,686 

Explain its meaning, and state whether and on what conditions you 
would allow it to be treated as an asset 

4. The annual accounts of the Old Berkshire Bank, Lim., contain the 
following items: 

(a) Cash in Bank of England £360,254 

(b) Cash in hand (including £10,000 in the Company's own 

notes) 47^1^ 

(c) Money at Call and short Notice 73r»5^ 

(d) Rebate on Bills not due 5,4^ 

To what investigation should you, as auditor, submit the above items? 
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5. What is the difference in principle between the balance of the capital 
account of a British railway company as shown in the statutory form of 
accounts and the statement of capital account of a limited company as 
shown in the annual balance sheet? State briefly your duties as auditor 
in each case with reference to such accounts. 

d Give four examples of " closing entries " which you, as auditor of a 
firm, would expect to find in the journal at the annual audit, and state 
your duties with regard to them. 

7. As auditor of a registered building society you are required to certify 
that, at the audit, you "have actually inspected the mortgage deeds and 
other securities " for loans granted by the society. To what extent should 
your inspection go so as to cover your responsibility? 

8. Goodwill for a large amount appears amongst the assets of the 
Barchester Brewery Company, Lim., a company formed during the brewery 
" Boom." The profits of the company have gradually decreased during 
the past few years, and, in the years ended June 30th, 1908 and 1909, 
while the dividend was paid on the preference shares, no profits, were 
available for dividends on the ordinary shares. The balance at the credit 
of the profit and loss account for the year ended June 30th, 1910, was 
sufficient (after satisfying the preference shareholders to pay a dividend 
of 2j4 per cent, on the ordinary shares. The directors were divided in 
opinion as to whether a dividend should be declared or the amount taken 
to the credit of the goodwill account As auditor to the company you 
were called in to advise the directors. State briefly the views which you 
would have submitted to the board. 

91 When auditing the books of a firm you find that no bill transactions 
are recorded in the firm's books until the bills have matured. Give your 
opinions upon this method, and show how the balance sheet of the firm 
would be affected. 

la In auditing the books and accounts of trustees under a will or settle- 
ment, what special matters have to come under your view that do not 
occur in the audit of a business concern, and how would you deal with 
them? 
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Practical Accountmg — Part I. 

Tuesday, June 27. 1911—1.15 to 4.15 P.M. only. 

Answer two questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (/) 
the number of each one of the questions you have answered. Each com- 
plete answer wiU receive 25 credits. Papers entitled to 75 or more 
credits will be accepted. 

1. The cost books of Factory A, the product of which is charged to the 
main office of the X. Y. Z. Co. at factory cost, show the following iaxAs 
January i, 1910: 

Cash (imprest fund) $500; raw materials $17,688.51; wages unpaid and 
distributed $2,348.67; goods in process, at prime cost $62,258.61, plus 
$11,352.75 for general expenses and $$)>O07-5O for management charges; 
finished goods $45,290.20. 

The invoices for purchases of raw materials for the year amounted to 
$78»375-65; wages paid $133,041.27; management charges $53*^95; factory 
expenses $36,967.08. The cash receipts for one year's rent of loft were 
$1,200 and for 11 months' sale of power $330, the twelfth month being 
unpaid. 

The raw materials consumed during the period amounted to $64,188.33; 
management charges distributed $55,761.90; factory expenses distributed 
to costs amounted to $43,033.23. There was also a loss on machinery re- 
placements of $107.50. 

The finished product output for the year amounted to $324*533-43, includ- 
ing all costs, and the transfers to the main office were $338,297.90. 

At the close of the period December 31, 1910, there remained unpaid and 
undistributed to goods in process the regular factory pay roll for 3 days 
amounting to $2,857.93 ^^^ ^Iso 1,500 hours of operatives' overtime at an 
average rate of 45 cents per hour, payable on a basis of 2% hours over- 
time as the equivalent of 3^ hours regular time. 

Raise all the ledger accounts affected and show final trial balance. 

2. A. contracts with a textile establishment to sell the mill's annual 
output on the following conditions : 

The mill is to bill the output to A. at cost A, is to finance the mill to 
the extent of 75% of cost on receipt of goods. The balance is to be remit- 
ted by A., as the various shipments are sold, less 5% and advances. At 
the end of a year an analysis of A.'s affairs reveals the following as shown 
by his books, the goods being sold at 10% profit above the factory cost. 
[Mill shipments $7,327,918.18.] 
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Debits. Credits. 

Mill advances $5>545>938 $S,ooo,ooo 

Mill sales 6,400,000 7^40,710 

Freight and cartage 90,000 80,000 

Customers 7,840,710 7,632,200 

Cash 7,610,200 5,635,938 

Discounts 22,000 

Commission ,,., 320,000 

Mill account 1,000^000 



$27,508348 $27,508348 
Prepare A's financial statement. 

3. Philip Jones, a citizen of New York State, died April i, 1909, leav- 
ing a will appointing four executors. The will was probated May i, 1909, 
showing the following bequests : 

X. % share, B. % share, C. A of the entire estate after payment of 
funeral expenses, debts, etc., a specific bequest to the A. Hospital consist- 
ing of $20,000 and a parcel of improved property valued at $50,000. 

The inventory filed by his executors was as follows: 5% mortgage for 
$40,000, interest payable semi-annually on June 30 and December 31 ; 500 
shares common stock of Industrial Company, par value $100^ appraised 
@ no; 50 5% first mortgage bonds of A. Railway Company, par value 
$100, appraised @ 104, interest payable semi-annually on March i and Sep- 
tember i; accounts receivable valued at $20,000; cash in banks and on 
hand, $69,250; household furniture and effects appraised at $5,500. 

The executor's transactions were as follows: 

Cash Receifts. 

500 shares of Industrial stock sold @ $115 per share. 

45 first mortgage bonds sold July i @ in and accrued interest 

Accounts collected $18,500 (balance worthless). 

6% dividend on Industrial stock declared May i, 1909. 

Interest on bank balances $1,300, of which $400 accrued prior to testator's 

death. 
Interest on bonds and also on mortgage duly collected. 
Rents collected $4,000, of which $1,500 accrued prior to death of testator. 
The household furniture and effects were taken by X. at the appraised 

valuation. 

Cash Payments. 

Funeral expenses $2,000 

Expenses of probating will 335 

General legal services 1,000 

Rent of safe deposit vault So 

Care of cemetery lot, etc 500 
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Premitttn on executors' bonds loa 

Stationecy, postage, etc 125 

Debts of deceased 12365 

Taxes i/»5 

X. on account of legacy i2/)oo 

C on account of legacy 20,000 

The inventory on December 31, 1909^ the date on which the executors 
wish to render an accounting, is as follows : 

5% mortgage, $40^000. 

Five 5% first mortgage bonds of A. Railway Company. 

Interest on X.'s advances amounts to $350 and on C's advances $575. 

Prepare (a) a summary statement separating principal and income, (b) 
a statement showing amounts due beneficiaries, (c) a statement showing 
the commission due executors. 



Practical Accountmg — Part IL 

WedaeKlay, June 28, 1911—9.15 A. M. to 12.15 P. M^ only. 

Anszver two questions but no more. Answers in excess of the numbers 
required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (1^) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 2$ credits. Papers entitled to 7$ or more 
credits will be accepted, 

4. A stock brokerage firm composed of three partners agreed to dis- 
solve December 31, 1910. 

The original investments contributed January 2, 1910, were as follows : 

A., cash $100,000^ B., cash $150,000, C, $40/xx>. C's capital account was 
credited with $80,000 and his seat in the Stock Exchange held by the firm 
as collateral for the same. 

The partnership agreement recites the following facts: A. is allowed to 
withdraw $10,000 and charge same to expense, B. is allowed to withdraw 
$15,000 and charge same to expense, C. is allowed to withdraw $20,000 
and charge same to expense. 

Interest on partners' capital 5% per annum on original amount, profits 
or losses to be shared equally. 

The interim transactions during the year as transcribed from the blotter 
were: 

Purchases of 1,000 bonds, par value $1,000 each, for $i,005/xx>, maturing 
January 2, 1920. 
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Purchases of stocks for customers, long, 50,000 shares (par value $100) 
for $4,750,000. 

Sales of stocks for customers, short, 50,000 shares (par value $100) for 
$4,625,ooa 

Margin received in cash from customers, long, $500,000. 

Biargin received in cash from customers, short, $500,000. 

The following loans were made from banks on securities : 

On bonds $750/xx>; interest paid in full to Dec. 31, 1910, $32,5oa 

On stocks $150,000; interest paid in full to Dec. 31, 1910, $6,000. 

To complete transactions for account of customers all stocks were either 
borrowed or loaned. 

The earnings comprised, commissions $175,000 received in full, interest 
receivable $85,000, of which $70,000 was collected. 

The expenses were $62,500 (exclusive of partners' allowances or interest 
paid on capital), of which $2,500 remained unpaid at time of dissolution. 

The partners had withdrawn as follows : A. $16,500, B. $18,750, C $18,- 
500. The market value of the bonds was $1,004,500. The Stock Exchange 
seat was finally sold to B. for $85,000, the profit therefrom reverting to 
the firm. 

Prepare statements, prior to dissolution, showing (a) cash receipts and 
disbursements and balance on deposit in bank, (b) income and expendi- 
tures, (c) condition at time of dissolution, (d) partners' respective capital 
accounts. 

5. The Prosperous Company is organized under the laws of the State 
of New York to conduct a manufacturing business. The authorized cap- 
ital is $500,000, divided into $250,000 common and $250,000 preferred stock, 
par value of shares $100. Five incorporators subscribe each for one share 
of common stock at face value. John Peters, one of the incorporators, 
purchases from three manufacturing companies their complete plants for 
$499,500 and transfers said plants to the Prosperous Company for the re- 
maining $499,500 of common and preferred stock and $100,000 of first 
mortgage 5% bonds out of a total issue of bonds amounting to $150,000, 
leaving $50,000 of bonds in the treasury. The incorporators then pay in 
cash for their respective subscriptions. 

The individual assets acquired are as follows: land and buildings 
$75,000; plant and machinery $200,000; tools, equipment and fixtures $50,- 
000; inventories $100,000; accounts receivable, good $28,000, doubtful 
$5,000; cash $12,000. 

Prepare (a) opening entries for the books of the Prosperous Company, 
(b) initial balance sheet showing the company's financial condition. 

6. From the following figures of net sales, costs and expenses prepare 
a statement, accounting for the shrinkage in profits in 1910 and showing in 
dollars and cents what portion of such shrinkage is due to decreased sales 
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and what portion is occasioned by the various variations in cost and ex- 
pense items: 

1910. 1909L 

Materials $230,500 $26SJ35 

Direct labor T^soo 108^228.75 

Indirect labor 6,725 8,379 

Factory expenses 27,500 26,999 

Trading expenses 23,500 20,947.50 

Office expenses 10,500 11,637.50 

Net sales $390,750 $465,500 



N. B. — ^The solutions to questions i, 3 and 5 appear in Part I as prob- 
lems Nos. 38, 39 and 40. 



Theory of Accounts. 

Tuesday, June 27. 191 1—9.15 A. M. to 12.15 P. M., only. 

Answer 10 questions but no more, selecting at least two questions from 
each group. Answers in excess of the number required wUl not be con- 
sidered. Do not repeat questions but write answers only, designating by 
number as in question paper. Check {^) the number of each one of the 
questions you have answered. Each complete answer will receive 10 
credits. Papers entitled to 75 or more credits will be accepted. 

GROUP I. 

1. What books of account do you consider necessary for the conduct 
of a small business ? Describe their form and use. 

2. What general order do you suggest for arranging the accounts when 
only one ledger is necessary for a moderate business? 

3. Mention the different kinds of ledgers that you would install in a 
concern where the transactions were large and varied. 

4. Describe fully the construction of a profit and loss account. What 
various meanings may its balance have and how should it be treated in 
different organizations tmder which business is conducted? 

5. At the end of a fiscal year a concern inventoried its raw material at 
cost. Do you approve of this method ? State your reasons fully. 
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GROUP II. 

6. A corporation organized under the laws of the State of New York 
has a capital of $200,ooo» viz., i,ooo shares common and i,ooo shares pre- 
ferred stock, par value $ioo each. The patents were bought of the pat- 
entee for $50^000 common and $50,000 preferred stock. The patentee 
donated one half of each issue of his stock to the company for its use in 
securing additional capital. Show entries necessary to record these trans- 
actions and state what accounts you would set up in relation thereto. 

7. A mining corporation has assets comprising among others leases, 
good will, patents, rent and royalties paid in advance. How would you 
deal with them in the profit and loss account and balance sheet? 

8. The Hayward Company has declared a dividend of 10% on its 
capital stock of 100,000, payable July i, 1910; stock books close on June 
15, 1910. Describe the accounting procedure incident thereto and state 
who may participate in the dividends. 

9. In closing the books of a corporation, how would you value goods 
consigned at selling prices to customers under an agreement by which 
consignees pay for goods as used? 

10. The books of a corporation show balances at the debit or credit of 
the following accounts : rents from tenements, reserve for accounts receiv- 
able, depreciation on machinery, depreciation on furniture and fixtures, 
bond redemption account, bills receivable, dividend on preferred stock. 
State which should enter into profit and loss account and which should 
appear in balance sheet Why? 

GROUP III. 

II.. A fire insurance company's assets include stocks and bonds that 
it carries at market price regardless of cost. Is this in accordance with 
your views ? Give reasons. 

12. Describe the process of closing the books of a corporation at the 
end of its fiscal year, showing trading account and profit and loss account, 
caption and allocation being a prerequisite. 

15. Describe the method of determining the number of shares of capital 
stock held by each of the several stockholders of a corporation, giving 
fully the titles of the books in which the facts are registered and stating 
how the books should be opened and operated. 

14. A company leases for a term of 50 years certain unimproved 
property for factory purposes, paying a ground rent of $1,000 per year. 
The company erects certain buildings thereon for its own use at a cost of 
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$40,000, which are to become the the property of the owner at the ei^ira- 
tion of the lease. State how you would treat this propositions in the 
company's books of account 

15. The budget of a municipality includes appropriations for seven 
separate departments. Set up such accounts as you believe will cover the 
financial operations incident thereto, with supposed receipts and disburse- 
ments. 



WedncKUy. June 28, 1911— 1.15 to 4.13 P.M., only. 

Answer 10 questions but no more, selecting at least two questions from 
each group. Answers in excess of the number required will not be con- 
sidered. Do not repeat questions but write answers only, designating by 
number as in question paper. Check (V) the number of each one of the 
questions you have answered. Each complete answer tvUl receive 10 
credits. Papers entitled to Ts or more credits will be accepted. 

GROUP I. 

1. Define auditing. 

2. If called on to verify the merchandise account of a manufacturing 
concern, what steps would you take to make the necessary investigation? 

3. The cash of a concern had not been proved at any regular period and 
at the date of the audit the pass book had not been balanced with the 
bank. How would you proceed to prove the correctness of the cash 
balance as shown by the cash book? 

4. What would be your procedure in examining the capital stock books 
of a corporation? What books would you require? Give reasons why 
such an audit may be necessary. 

5. Give a brief report of the affairs of a small manufacturing concern. 
What points, in your opinion, call for special attention ? 

GROUP 11. 

6. In auditing the affairs of a railway company, how should the auditor 
determine whether or not the earnings are correctly stated? 

7. An auditor who is employed to close the accounts of a firm and 
prepare a balance sheet finds that the current work is behind and that no 
trial balance has been effected for over a year. How should he proceed? 
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& Describe the steps necessary to make a complete audit of a savings 
bank. 

9u A company takes a large number of notes (bills receivable) from its 
customers and when in need of funds discounts or sells them. What 
accounts, if any, should appear to care for the contingent liability thus 
created to satisfy you as auditor? 

la Set forth in detail and in order of importance the instructions you 
would give an assistant in the audit of an electric railway, a bank, a stock 
broker. 

GROUP III. 

11. State in detail the successive steps to be taken in auditing the 
accounts of an executor of an estate. 

12. Give examples of such assets and liabilities not usually found on 
books of account, as should be considered by the auditor when preparing 
an income and profit and loss account at the close of a fiscal period. 

13. What method should an auditor employ in determining the value of 
stock, of accounts receivable, of additions to plant and property account? 

14. What conditions would influence you in fixing the rate of deprecia- 
tion on buildings, machinery and tools, fixtures and patterns? 

15. Describe your mode of procedure in connection with some audit on 
which you have been engaged. Relate the nature of the business, answer- 
ing in sufficient detail to enable the examiners to form an opinion regard- 
ing your knowledge. 



C>inmercial Law. 

Thmsday, June 29. 191 1—9.15 A. M. to 12.15 P. M.. only. 

Answer 10 questions but no more, selecting at least two questions from 
each group. Answers in excess of the number required will not be con- 
sidered. Do not repeat questions but write answers only, designating by 
number cu in question paper. Check ( ^) the number of each one of the 
questions you have answered. Each complete answer will receive 10 
credits. Papers entitled to 75 or more credits will be accepted. 

GROUP I. 

I. Define (a) insurance, (b) insurer, (c) insured, (d) premium, (e) 
risk, (f) insurable interest. 
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2. Define the following: (a) agency, (b) guaranty, (c) artificial person, 
(d) legatee, (e) testator. 

3. Define (a) partnership, (b) ostensible partner, (c) dormant partner, 
(d) corporation, (e) stockholder, (f) common stock, (g) preferred stock, 
(h) certificate of deposit 

4. Oassify estates in land with respect to their duration and define 
each. 

5. Define the following: (a) will, (b) abstract of title, (c) guardian, 
(d) trust, (e) certified check. 



GROUP II. 

6. State the steps necessary for the formation of a joint stock associa- 
tion. In what respects does it differ from an ordinary partnership and in 
what respects does it resemble a corporation? 

7. What contracts, under the New York Statute of Frauds, must be 
in writing? 

8. Who are common carriers under the New York law? State the 
liability of a common carrier at common law, under the New York law. 
To what extent can the carrier limit his liability under the latter law? 
To what special supervision, if any, are common carriers subjected? 

9. Under the Negotiable Instruments Law what constitutes a sufficient 
presentment of a negotiable instrument for payment? Where should 
presentment be made ? When may presentment be dispensed with ? What 
constitutes a material alteration in a negotiable instrument? 

I a Give the substance of the statute providing for the rendering of 
financial statements by a corporation to its stockholders. 



GROUP III. 

11. A., the owner of real estate, dies intestate, leaving no children, but 
three grandchildren, two of them children of a deceased son and the other 
the child of a deceased daughter. To whom does the real estate descend 
and in what proportion? 

12. A. and B. are partners. If C. recovers a judgment against A, for 
a personal debt may a firm chattel be sold to satisfy this judgment? If 
so, what title would the purchaser at such sale acquire? Does he become 
a partner with 6. and has he any rights as to an accounting from B? 
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13. A. owes B. money on a gambling debt. B. employs C to collect the 
same, agreeing to pay him 25% of the amomit collected. C. persuades A. 
to pay the debt, the total amount thereof going to B. in the first instance. 
Later, C sues B. to recover his proportion for the collection. Will he 
succeed? Give reasons for your answer. 

14. A bank certified a check that had been altered by changing the date, 
name of payee and by raising the amount, and the bank subsequently paid 
the same to the defendant Subsequently thereto, the bank sued the 
defendant for the amount thus paid. Can it recover ? Or does its certifica- 
tion of the check amount to a warranty of the genuinenesss of the body 
of the check as to payee or amount? Explain. 

15. May a stockholedr object to an act of his corporation as ultra virts 
after he has acquired and accepted pecuniary benefit thereunder, when such 
act is neither malum prohibitum nor malum in set 
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Summary of the Federal G>rporation Tax Law. 

The Federal G>rporation Tax Act, which is given in full in the appen- 
dix, is one of the most important laws passed in recent years by the Con- 
gress; it a£Fects, according to the report of the Commissioner of Internal 
Revenue for 1910, corporations with a total capital stock of $52,371,626,752 
and with a. bonded indebtedness of $31,333,952,000. Every one of those 
corporations has to make, in accordance with the requirements of the Tax 
Act, a yearly report, and has to pay an excise tax of one per cent. (1%) 
on all net income above $5,000. 

The primary object of the lawmakers was to produce revenue ; the title 
of the Act, however, sets out that one of its objects is to encourage the 
industries of the United States; according to others, again, the tax was 
levied solely as the result of a popular clamor for publicity with regard to 
corporation affairs. Respecting the last two objects, A. W. Machen, Jr., 
says in his Treatise on the Federal Corporation Tax Law of 1909 : " The 
industries of the United States are, to a vastly preponderating extent, 
carried on by corporations which are subject to this tax, and it would be 
a poor way to ' encourage ' them to impose on them such heavy burdens 
and to subject them on mere suspicion to such inquistorial examination 
and ruinous publicity as to compel many of them to quit business." It is 
a well-known fact that many concerns in the United States during the last 
year have changed from the corporate form of doing business to partner- 
ships and associations, which is certainly not an illegitimate way of evading 
the tax. 

Of special importance, however, is a thorough study of the tax law for 
every member of the accountancy profession. Their services are needed 
by the corporation when determining, in accordance with the requirements 
of the Act, what is the gross income and what deductions may be made 
legitimately in order to arrive at the taxable amount of net income. It is 
within his province to interpret the inexact nomenclature of the Act and 
to reconcile it with the accounting principles with which it is only too fre- 
quently at variance. To accomplish that task intelligently, it is of prime 
importance for the practicing accountant to be acquainted not only with the 
text of the law but also with its interpretation by the courts. 

Following is a summary of the Corporation Tax Act, followed by a 
synopsis of decisions relating to it: 

The chief provisions of the law may be summarized as follows : 

I. Every domestic corporation, joint stock company, or association 
organized for profit and having a capital stock represented by shares, shall 
be subject to a tax of one per cent. (1%) on the entire net income over 
and above $5,000, exclusive of dividends obtained from corporations on 
which the tax is imposed, received by it in each calendar year, beginning 
with the year ending Dec. 31, 1909. 
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Every foreign corporation doing business within the United States shall 
be subject to the same conditions on business transacted and capital in- 
vested in any state or territory of the United States. 

In Article i, Appendix, p. 408, lines 9 and 10, we find the words "... a 
special excise tax with respect to the carrying on or doing business . . ." 
These words are essential in determining the constitutionality of the law, 
as this tax resembles greatly an income tax, which is against the Constitu- 
tion. The courts have decided, however, that the amount of income serves 
only as a measurement of the tax, the latter being in reality a levy on 
business. 

II. Article 2 lays down rules and definitions for determining the gross 
income of corporations classified as follows: (i) Banks and other financial 
institutions and insurance companies, (2) transportation companies, (3) 
manufacturing companies, (4) mercantile companies, and (5) miscel- 
laneous companies. 

III. The following deductions, specified in Articles 3 and 4, may be 
made from the gross income in order to ascertain the taxable net income : 

1. All the ordinary expenses actually paid within the year in main- 
tenance and operations of the business and its properties. 

2. All losses actually sustained within the year and not compensated 
by insurance or otherwise, including a reasonable allowance for depreda- 
tion of property, if any, accrued during the year in the value from exhaus- 
tion, wear and tear, or obsolescence, when the loss has not been made 
good by payments for ordinary maintenance and repairs deducted under 
the heading of expenses of maintenance and operation or in the ascertain- 
ment of gross income; and in the case of insurance companies the sums 
other than dividends paid within the year on policy and annuity contracts 
and the net additions to the reserve as required by law. 

3. Interest actually paid within the year on its bonded or other indebt- 
edness to an amount of such bonded and other indebtedness not exceeding 
the paid-up capital stock of such corporation outstanding at the close of 
the year; in the case of banking institutions, also all interest actually paid 
within the year on deposits. 

4. Taxes paid within the year to the government of the United States, 
to any state therein, or to any foreign government, as a condition of car- 
rying on business therein. 

5. Dividends received on the stock of other corporations, subject to the 
tax. 

6. From the amount of ascertained net income the sum of $5,000. 

With regard to the use of the phrase "gross amount of income re- 
ceived," Machen remarks : * "It should be observed that the tax is pro- 
portioned to income received during the year. This word would seem to 
exclude income to which the company may be entitled, but which has not 
been collected. Perhaps it would be too broad a statement that the Act 

• Treatise on the Federal Corporation Tax Law of 2909. 
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contemplated only income collected in cash; but at any rate, it does seem 
to distinguish between estimated income and actual receipts." 

Equally significant are his remarks on the repeatedly occtirrtng phrase 
" actually paid '* : " It is only expenses ' actually paid ' which are required 
to be deducted: a liability which has been incurred but not discharged is 
not to be included. This is no serious hardship, because the deduc- 
tion could in that case be made the next, or any subsequent, year; for, 
as already stated, the deduction is not confined to the expense incurred 
for maintenance and operation during the year for which the tax is levied. 
The force of the words ' actually paid ' should not be pressed too far. It 
is not as if the Act had said ' actually paid in cash,' although even in that 
case a set-off by mutual agreement of an existing debt owing to the com- 
pany would be equivalent to payment. As it is, it would seem that accord- 
ing to the fair meaning of the words used they are equivalent to actually 
discharged or satisfied." 

The discrepancy between the requirements of the law and sound account- . 
ing principles is evident here at a glance; according to the latter an ex- 
pense or an item of income should be recorded, not when actually received 
or paid, but when incurred or accrued in a certain period, otherwise the 
year gets the charge or credit which rightfully belongs elsewhere. 

IV. Under the authority of this Act forms of return have been pre- 
scribed, in which the various items specified in the law are stated; blank 
forms of this return are furnished to every corporation, not exempted 
from the tax, on or before January i, and each corporation must make an 
accurate return, under the affirmation of its president or other principal 
officer and its treasurer, to the Collector of Internal Revenue, on or be- 
fore March i, setting forth the total capital stock paid Up, outstanding at 
the close of the year, the gross income received during the year and the 
items, mentioned under III, to be used in computing the net income. Fail- 
ure to receive the blanks or any notice relative thereto does not excuse a 
corporation from making the return nor relieve it from penalties for 
failure to do so. 

In order to simplify the work of making the returns, every class of 
corporations, mentioned under II, receives a distinct form on which it 
must file its report ; the forms for classes 3, 4 and 5 will be found in the 
Appendix, pp. 409-414, and it will be noticed that the difference is mainly 
in Note A, which gives the definitions of gross income for the various 
kinds of corporations. In the form for banks and other financial institu- 
tions, which is not printed there, the deductions include under 6 (b) the 
following provision: Total amount of interest paid within the year on 
deposits. The form for transportation companies is similar to Form 
No. 6^ 

The regulations of the Act do not call for specific methods of keeping 
accounts or any particular system of bookkeeping; the requirement is 
simply that the transactions be so recorded that accurate returns can be 
made therefrom and verified when necessary. 
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In view of the fact that the language used by the lawmakers in framing 
the Act was in sererai instances not entirely clear, decisions have been ren- 
deredy from time to time, interpreting the meaning of the provisions. A 
synopsis of those decisions issued by the Internal Revenue Department 
follows. 

(T. D. 1606.) 

Specicd excise tax. 

Synopsis of decisions relating to the tax imposed by section 38, act of 
August 5, 1909, on corporations, etc 

Treasury Department, 
Officer of Commissioner of Internal Revenue^ 
Washington, D. C, March 29^ 1910. 
The following sjrpnosis of decisions made, from time to time, on ques- 
tions relating to the special excise tax imposed by section 38, act of August 
5» I909» on corporations, joint stock companies, associations, and insurance 
companies, is published for the information of internal-revenue officers 
and others concerned. 

Royal E. Cabell, Commissioner. 



CLASS OF corporations^ ETC., SUBJECT TO TAXES. 

1. The tax imposed by the act applies to all corporations, etc, described, 
except those specifically exempted, without reference to the kind of busi- 
ness carried on. 

2. Every corporation, etc, not specifically enumerated as exempt shall 
make the return required by law, although its net income during the year 
may not have exceeded $5,ooa 

3. Corporations claiming special exemption should nevertheles make 
return (in blank if desired) accompanied by a statement setting forth the 
ground on which exemption is claimed. 

4- Corporations, etc., organized during the year or going into liquida- 
tion during the year should nevertheless render a sworn return on the 
prescribed form. The tax imposed, however, is held not to apply to 
corporations which went out of existence prior to the passage of the act 

5. Where company has dissolved and the required return is not made 
by its officers, such return will be prepared by conunissioner. 

6. Where corporation has gone into bankruptcy, returns in such cases 
to be made by trustee in bankruptcy. 

7. Railroad companies operating leased or purchased lines to include all 
receipts derived thereform, and if bonded indebtedness has been assumed 
may deduct interest thereon to an amount not exceeding its own paid-up 
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capital stock. If such subsidiary companies receive income in the way of 
rentals, etc, return to be also made by such companies. 

8. G>rporations, etc, organized under the authority of the United States 
or any State or Territory thereof, or Alaska or the District of Columbia, 
to include in their returns not only the income derived from the business 
carried on within the confines of the United States, but income received 
from business transacted in any foreign country as well. 

9. G>rporations having branch or subsidiary companies to include in 
their returns the income of all such companies. 

la Foreign companies having several branch offices in the United 
States should each designate one of such branches as its principal office 
and should also designate the proper officers to make the required return. 

11. Where a consolidation of two or more corporations has been 
e£Fected during the year, and each or any such corporation subsequent to 
such consolidation collects prior existing debts, each such corporation 
should make separate return and include therein all such collected debts, 
as also all income received during the year prior to the date of consol- 
idation. 

12. " Principal place of business " is held to mean the principal office 
where the company keeps its books from which the required return is to 
be prepared and not the place where the operating plant is located. 

13. As the law specifically provides that the tax imposed shall be 
computed on the net income during each calendar year, returns of income 
based on any period other than the calendar year cannot be accepted. 

14. Full amount of stock, as represented by the par value of the shares 
issued, to be regarded as the paid-up capital stock, except when such stock 
is assessable on account of the deferred payments, in which case the 
amount actually paid on such shares will constitute the actual paid-up 
capital stock of the corporation. 

15. Gtpital stock held to include both preferred and common stock. 

16. Surplus and undivided profits not to be included in capital stock. 

17. Holding companies known as "Voting trusts," receiving only 
dividends on stock held, and having no capital stock, etc, not liable. 

18. Mutual savings banks having no capital stock not liable to tax im- 
posed (Opin. Atty. Gen., Feb. 14, 1910.) 

19. Co-operative dairies not issuing stock and allowing patrons divi- 
dends based on butter fat in milk furnished not liable. 

20. Foreign steamship companies having no office in the United States, 
whose vessels only occasionally touch at ports in the United States, net 
regarded as doing business in this country within the meaning of the 
statute. 

21. Companies organized in Porto Rico and not engaged in business in 
the United States not subject to tax. 

22. Corporations owning sugar or other plantations and disposing of 
the products thereof not entitled to exemption as agricultural organizations. 

23. Corporations organized to sell provisions, etc., to stockholders and 
others not exempted. 
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24. G>rporation8 organized for the purpose of holding real estate, tc 
make return of income derived from the property so held. 

25. National banks do not come within any of the exemptions named 
in the act 

26. " Agricultural organizations " held not to come within the statutory 
exemption, unless their chief object is the promotion or advancement of 
agricultural interest, and no part of the net income inures to the benefit 
of their stockholders. 

27. Mutual Hail Association regarded as an insurance company and 
not as an agricultural association, and therefore liable to tax. 

28. Exemption in favor of fraternal beneficiary associations does not 
apply to mutual fire insurance companies. 

29. Limited partnership, if organized for profit and having a capital 
stock represented by shares, although no " certificates of stock " are issued, 
are liable to the tax imposed (Opin. Atty. Gen., Feb. 14, 191a) 

3a Building and loan associations not exempt if having a capital and 
loaning to others than members, i. e., if doing a business akin to banking 
business. 

31. Building and loan associations issuing stock on which dividends 
»re guaranteed held to be liable to tax imposed. 

32. Interest received on Government bonds to be included in gross in- 
come. (Opin. Atty. Gen., Jan. 13, 1910.) 

33. Returns should be signed and verified by two of the officers 
designated in the law. Signing of one person holding two such offices not 
permitted. Agents for foreign steamship companies may sign the required 
returns, if so authorized by their companies. 

34. Returns not required to have corporate seal affixed. 

35 Returns filed with deputy collector regarded as having been filed 
with collector. 

36. No form of protest prescribed. Any form of protest sufficient if 
filed before pajrment of tax. Right of protest not to be denied. 

INVENTORIES, ACCOUNTS, ETC. 

37. Where an inventory or its equivalent was not taken at the close of 

the year 1908, a supplemental statement showing such inventory approxi- ' 

mately must be submitted with the return on the regular form. Such sup- | 

plemental statement shall be verified under oath by the treasurer or prin- I 

cipal financial officer submitting the same. (T. D. 1578) 

38. G>st of manufactured articles, or articles in process of manufacture, | 
held to include original cost of material used, plus cost of labor, etc I 

39. Mortgaged real estate should be inventoried at its full value, and 
amount of mortgage reported as indebtedness. | 

40. Profits realized on sale of real estate during year, also increase in 1 
value of unsold property, to be included in income. 

41. Receipts during year from lands sold on installment to be included 
in gross income for that year. 
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42. Receipts from sale of patent rights to be included in income. 

43. No particular ssrstem of bookkeeping or accounting will be required 
by the department However, the business transacted by corporations, 
etc, must be so recorded that each and every item therein set forth may be 
readily verified by an examination of the books and accounts where such 
examination is deemed necessary. 

DEDUCTIONS, EXPENSES, ETC. 

44. It is immaterial whether the deductions are evidenced by actual 
disbursements in cash or whether evidenced in such other way as to be 
properly acknowledged by the corporate officers and so entered on the 
books as to constitute a liability against the assets of the corporation, etc., 
making the return. 

45. Mortgage indebtedness on real estate, if assumed by the corporation 
acquiring such real estate, to be included in the indebtedness of the corpora- 
tion. But if not so assumed and remains only as a lien on the property, 
interest paid thereon may be deducted as a charge " made as a condition 
to the continued use or possession of the property." (Opin. Atty. Gen., 
Feb. 21, 1910.) 

46. Cost of erecting building, if included in lease under which property 
is held by company, is a proper deduction, to be prorated according to 
time fixed by lease. 

47. General expenses, such as coal, ship stores, etc., of foreign steamship 
companies, to be prorated as provided in act for interest deductions. 

48. Amount received by nursery companies from sales of trees, etc., less 
amount expended for seedlings and young trees, to be included in gross 
income. Amount expended for labor, salesmen, etc., to be deducted as 
expenses. 

49. Commissions allowed salesmen, paid in stock, may be deducted as 
expense if so charged on books. 

50. Sales of stock and bonds are regarded as sales of capital assets 
and should be so accounted for. (Art. 2, regs. 31.) But proceeds derived 
from sale of bonds used in defraying ordinary and necessary expenses are 
a proper deduction in determining the company's net income. 

51. Stock issued in payment of property purchased represents capital 
investments, and notes issued during the year represent indebtedness. 
Corporate funds applied to the payment of outstanding notes not a proper 
deduction in ascertaining net income. 

52. Amounts expended in betterments or repairs not a proper deduction. 
A resonable allowance for depreciation of stock, etc., is permissible. 

53. Betterments and repairs not proper reductions as expenses, the 
former being additions to the capital assets of the company, and the latter 
being offset by allowance for depreciation. 

54. Cost of replacing old rails, structures, etc., not regarded as ordinary 
and necessary expenses. Depreciation during year will be allowed, how- 
ever, in such cases. 
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55. Dividends received by corporations on stock of other corporations 
whose net income does not exceed $5,000 is nevertheless a proper deduction 
under the law. (Opin, Atty. Gen., Jaa 24, 1910.) 

56. Dividends received on stock of foreign corporations not subject to 
tax not a proper deduction. 

57. Dividends paid employees in lieu of wages not proper deduction as 
expenses. 

58. Royalties on patent rights to be reported as income. Allowance 
for depreciation of patents expiring during year, however, will be allowed. 

59. Pensions paid or gifts made to employees are gratuities and not 
*' ordinary and necessary expenses." 

60. Where allowances on account of salaries are deemed excessive and 
for the purpose of evading the tax due, investigation will be made, and if 
the facts warrant prosecution will follow. 

61. Interest paid on time deposits and deposits subject to check consti- 
tutes a proper deduction from the amount of gross income during the year. 

62. Interest on portions of bonded or other indebtedness bearing 
different rates of interest may be deducted from gross income during the 
year, provided the aggregate amount of such indebtedness does not exceed 
the paid-up capital stock of the corporation. 

63. Interest paid during the year on notes given prior to January i, 
1909, to be prorated. But interest on notes given in 1909, and payaUe 
subsequent to December, 1909, unless charged on the company's books, 
is not a proper deduction from the income of that year. 

64. Interest or taxes accruing prior to the year for which return is made 
is not a proper deduction from the gross income for that year. 

65. Unearned premiums set aside by insurance companies as reserve not 
to be included as income until earned. 

66. Funds set aside by company for insuring their own property not a 
proper deduction. 

67. As the tax imposed is measured by and is not a tax upon the net 
receipts of corporations, etc, interest received during the year on Govern- 
ment bonds is not a proper deduction from such income in determining the 
amount of tax due. (Opin. Atty. Gen., T. D. 1583.) 

68. State, county, or municipal taxes paid during the year a proper 
deduction in ascertaining the net income of corporations. 

69. Import duties or taxes if included in arriving at cost of goods are 
not deductible under the head of taxes paid during the year. 

70. Bad debts, if so charged off the company's books during the year, 
are proper deductions. But such debts, if subsequently collected, must 
be treated as income. 

DEPRECIATION. 

71. Where increase or decrease during the year in the value of real 
estate acquired in previous years, sold or held for sale, can not be accurately 
determined, such increase or decrease may be prorated, as provided l^ 
regulations in cases of sale of capital assets. 
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72. Depreciation in value of mines by the removal of ore, if not other- 
wise ascertainable, may be prorated as in the case of sales of capital 
assets. 

73. Depreciation in value of mines by the removal of ore, if in excess 
of 5 per cent, of investment, to be explained in return rendered. 

74. Estimated depreciation in oil or gas wells, buildings machinery, etc., 
to be stated in detail, if exceeding 5 per cent, of value as previously in- 
ventoried. 

75. Corporations leasing mines and paying royalties on ore mined not 
entitled to deduction for depreciation. But corporations owning mines are 
entitled to allowance for depreciation based on fair estimate, etc. 

76. Removal of timber from timber lands, while depleting the lands to 
the extent of such removal, is regarded as a change in the form of assets 
and not a depreciation within the meaning of the act 

77. Deduction on account of depreciation of property must be based 
on lifetime of property, its cost, value, and use. 

78. Voluntary removal of buildings, etc., for purpose of improvements 
not regarded as loss or depreciation, and no deduction therefor should be 
made. 

79. Depreciation of company's stock a loss to the stockholders, but not 
a loss to the company issuing the same, and therefore not a proper deduc- 
tion. 

(Signed) Royal £. Cabell, Commissioner. 
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APPENDIX. 

Full Text of The G>rpoiation Tax Act. Section 38 of 
An Act of Congress 

Entitled 

An Act to provide revenue* equalize duties and encourage the industries of 

the Uniled States, and for other purposes. 

Approved August 5, 1909. 

ARTICLE FIRST. 

Imposition of special excise tax upon domestic and foreign corporations; 
nature, amount and basis of tax; classes of corporationB excepted 
from operation of act. 

That every corporation, joint stock company or association, organized 
for profit and having a capital stock represented by shares, and every in- 
surance company, now or hereafter organized under the laws of the 
United States or of any state or territory of the United States or un- 
der the acts of G)ngre8s applicable to Alaska or the District of Colum- 
bia, or now or hereafter organized under the laws of any foreign coun- 
try and engaged in business in any state or territory of the United 
States or in Alaska or in the District of Columbia, shall be subject to 
pay annually a special excise tax with respect to the carrying on or doing 
business by such corporation, joint stock company or association, or insur- 
ance company, equivalent to one per centum upon the entire net income 
over and above five thousand dollars received by it from all sources dur- 
ing such year, exclusive of amounts received by it as dividends upon stock 
of other corporations, joint stock companies or associations, or insurance 
companies, subject to the tax hereby imposed; or if organized under the 
laws of any foreign country, upon the amount of net income over and 
above five thousand dollars received by it from business transacted and 
capital invested within the United States and its territories, Alaska, and 
the District of Columbia during such year, exclusive of amounts so re- 
ceived by it as dividends upon stock of other corporations, joint stock 
companies or associations, or insurance companies, subject to the tax 
hereby imposed : 

Provided, however, that nothing in this section contained shall apply to 
labor, agricultural or horticultural organizations, or to fraternal beneficiary 
societies, orders or associations operating under the lodge system, and 
providing for the payment of life, sick, accident and other benefits to the 
members of such societies, orders, or associations, and dependents of such 
members, nor to domestic building and loan associations, organized and 
operated exclusively for the mutual benefit of their members, nor to any 
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corporation or association organized and operated exclusively for relig- 
ious, charitable or educational purposes, no part of the net income of 
which inures to the benefit of any private stockholder or individual. 

ARTICLE SECOND. 

How "net income" constituting basis of assessment shall be ascertained 
and computed. 

Such net income shall be ascertained by deducting from the gross 
amount of the income of such corporation, joint stock company or associa- 
tion, or insurance company, received within the year from all sources, 

First, all the ordinary and necessary expenses actually paid within the 
year out of income in the maintenance and operation of its business and 
properties, including all charges such as rentals or franchise payments, 
required to be made as a condition to the continued use or possession of 
property. 

Second, all losses actually sustained within the year and not compen- 
sated by insurance or otherwise, including a reasonable allowance for 
depreciation of property, if any, and in the case of insurance companies 
the sums other than dividends, paid within the year on policy and annuity 
contracts and the net addition, if any, required by law to be made within 
the year to reserve funds. 

Third, interest actually paid within the year on its bonded or other 
indebtedness to an amount of such bonded and other indebtedness not 
exceeding the paid-up capital stock of such corporation, joint stock com- 
pany or association, or insurance company, outstanding at the close of 
the year, and in the case of a bank, banking association or trust company, 
all interest actually paid by it within the year on deposits. 

Fourth, all sums paid by it within the year for taxes imposed under 
the authority of the United States or of any state or territory thereof, or 
imposed by the government of any foreign country as a condition to 
carrying on business therein. 

Fifth, all amounts received by it within the year as dividends upon 
stock of other corporations, joint stock companies or associations, or in- 
surance companies, subject to the tax hereby imposed. 

Provided, that in the case of a corporation, joint stock company or 
association, or insurance company, organized under the laws of a foreign 
country, such net income shall be ascertained by deducting from the 
gross amount of its income received within the year from business 
transacted and capital invested within the United States and any of its 
territories, Alaska, and the District of Columbia. 

First, all the ordinary and necessary expenses actually paid within the 
year out of earnings in the maintenance and operation of its business and 
property within the United States and its territories, Alaska, and the 
District of G>lumbia, including all charges such as rentals or franchise pay- 
ments required to be made as a condition to the continued use or pos- 
session of property. 
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Second, all losses actually sustained within the year in business con- 
ducted by it within the United States or its territories, Alaska, or the 
District of Columbia, not compensated by insurance or otherwise, includ- 
ing a reasonable allowance for depreciation of property, if any, and in 
the case of insurance companies the sums other than dividends, paid 
within the year on policy and annuity contracts and the net addition, if 
any, required by law to be made within the year to reserve ftmds. 

Third, interest actually paid within the year on its bonded or other in- 
debtedness to an amount of such bonded and other indebtedness not 
exceeding the proportion of its paid-up capital stock outstanding at the 
close of the year which the gross amount of its income for the year from 
business transacted and capital invested within the United States and any 
of its territories, Alaska, and the District of Columbia bears to the gross 
amount of its income derived from all sources within and without the 
United States. 

Fourth, the sums paid by ft within the year for taxes imposed under 
the authority of the United States or of any state or territory thereo£ 

Fifth, all amounts received by it within the year as dividends upon 
stock of other corporations, joint stock companies or associations and 
insurance companies, subject to the tax hereby imposed. 

In the case of assessment insurance companies the actual deposit of 
sums with state or territorial officers, pursuant to law, as additions to 
guaranty or reserve funds, shall be treated as being payments required 
by law to reserve funds. 

ARTICLE THIRD. 

Deduction of $5,000 from amotint of "net income" allowed; returns to 
be made to collector of internal revenue; form and general con- 
tents of return. 

There shall be deducted from the amount of the net income of each 
of such corporations, joint stock companies, or associations, or insurance 
companies, ascertained as provided in the foregoing paragraphs of this 
section, the sum of five thousand dollars, and said tax shall be computed 
upon the remainder of said net income of such corporation, joint stock 
company or association, or insurance company, for the year ending De- 
cember thirty-first, nineteen hundred and nine, and for each calendar 
year thereafter; and on or before the first day of March, nineteen hun- 
dred and ten, and the first day of March in each year thereafter, a true 
and accurate return under oath or affirmation of its president, vice-presi- 
dent, or other principal officer, and its treasurer or assistant treasurer, 
shall be made by each of the corporations, joint stock companies or asso- 
ciations, and insurance companies, subject to the tax imposed by this sec- 
tion, to the collector of internal revenue for the district in which such 
corporation, joint stock company or association, or insurance company, 
has its principal place of business, or, in the case of a corporation, joint 
stock company or association, or insurance company, organized under 
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the laws of a foreign country, in the place where its principal business is 
carried on within the United States, in such form as the commissioner 
of internal revenue, with the approval of the secretary of the treasury, 
shall prescribe, setting forth: 

First, the total amount of the paid-up capital stock of such corpora- 
tion, joint stock company or association, or insurance company, outstand- 
ing at the close of the year. 

Second, the total amount of the bonded and other indebtedness of such 
corporation, joint stock company or association, or insurance company, 
at the close of the year. 

Third, the gross amount of the income of such corporation, joint stock 
company or association, or insurance company, received during such 
year from all sources, and if organized under the laws of a foreign coun- 
try, the gross amount of its income received within the year from business 
transacted and capital invested within the United States and any of its 
territories, Alaska, and the District of Columbia; also the amount re- 
ceived by such corporation, joint stock company or association, or insur- 
ance company, within the year by way of dividends upon stock of other 
corporations, joint stock companies or associations, or insurance com- 
panies, subject to the tax imposed by this section. 

Fourth, the total amount of all the ordinary and necessary expenses 
actually paid out of earnings in the maintenance and operation of the 
business and properties of such corporation, joint stock company or asso- 
ciation, or insurance company, within the year, stating separately all 
charges such as rentals or franchise payments required to be made as a 
condition to the continued use or possession of property, and if or- 
ganized under the laws of a foreign country, the amount so paid in the 
maintenance and operation of its business within the United States and 
its territories, Alaska, and the District of Columbia. 

Fifth, the total amount of all losses actually sustained during the year 
and not compensated by insurance or otherwise, stating separately any 
amounts allowed for depreciation of property, and in the case of insur- 
ance companies the sums other than dividends, paid within the year on 
policy and annuity contracts and the net addition, if any, required by law 
to be made within the year to reserve funds; and in the case of a cor- 
poration, joint stock company or association, or insurance company, or- 
ganized under the laws of a foreign country, the amount so paid in the 
l^ it during the year in business conducted by it within the United States 
or its territories, Alaska, and the District of Columbia, not compensated 
by insurance or otherwise, stating separately any amounts allowed for 
depreciation of property, and in the case of insurance companies the sums 
other than dividends, paid within the year on policy and annuity contracts 
and the net addition, if any, required by law to be made within the year 
to reserve fund. 

Sixth, the amount of interest actually paid within the year on its 
bonded or other indebtedness to an amount of such bonded and other in- 
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debtedness not exceeding the paid-up capital stock of such corporation, 
joint stock company or association, or insurance company, outstanding at 
the close of the year, and in the case of a bank, banking association or 
trust company, stating separately all interest paid by it within the ytar 
on deposits; or in case of a corporation, joint stock company or associa- 
tion, or insurance company, organized under the laws of a foreign conn- 
try, interest so paid on its bonded or other indebtedness to an amount of 
such bonded and other indebtedness not exceeding the proportion of its 
paid-up capital stock outstanding at the close of the year which the gross 
amount of its income for the year from business transacted and capital 
invested within the United States and any of its territories, Alaska, and 
the District of Columbia, bears to the gr^oss amount of its income derived 
from all sources within and without the United States. 

Seventh, the amount paid by it within the year for taxes imposed under 
the authority of the United States or any state or territory thereof, and 
separately the amount so paid by it for taxes imposed by the government 
of any foreign country as a condition to carrying on business therein. 

Eighth, the net income of such corporation, joint stock company or 
association, or insurance company, after making the deductions in this 
section authorized. 

All such returns shall as received be transmitted forthwith by the col- 
lector to the commissioner of internal revenue. 

ARTICLE FOURTH. 

Powers of commlBsloner of internal revenue in cues vrhtrt incorrect 
return or no return is made; examination of books and accounts. 

Whenever evidence shall be produced before the commissioner of in- 
ternal revenue which in the opinion of the commissioner justifies the 
belief that the return made by any corporation, joint stock company or 
association, or insurance company, is incorrect, or whenever any collec- 
tor shall report to the commissioner of internal revenue that any cor- 
poration, joint stock company or association, or insurance company, has 
failed to make a return as required by law, the commissioner of internal 
revenue may require from the corporation, joint stock company or asso- 
ciation, or insurance company making such return, such further informa- 
tion with reference to its capital, income, losses, and expenditures as he 
may deem expedient; and the commissioner of internal revenue, for the 
purpose of ascertaining the correctness of such return or for the purpose 
of making a return where none has been made, is hereby authorized by 
any regularly appointed revenue agent specially designated by him for 
that purpose, to examine any books and papers bearing upon the matters 
required to be included in the return of such corporation, joint stock 
company or association, or insurance company, and to require the attend- 
ance of any oflScer or employee of such corporation, joint stock company 
or association, or insurance company, and to take his testimony with 
reference to the matter required by law to be included in such return, 
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with power to administer oaths to such person or persons; and the com- 
missioner of internal revenue may also invoke the aid of any court of the 
United States having jurisdiction to require the attendance of such offi- 
cers or employees and the production of such books and papers. Upon 
the information so acquired the commissioner of internal revenue may 
amend any return or make a return where none has been made. All pro- 
ceedings taken by the commissioner of internal revenue tmder the pro- 
visions of this section shall be subject to the ^proval of the secretary of 
the treasury. 

ARTICLE FIFTH. 

Assewment of tax; penalties by way of additions to tax for false 
returns and in cases of neglect to make returns; assessments 
payable annually on or before June 30; penalties for non-payment. 

All returns shall be retained by the commissioner of internal revenue, 
who shall make assessments thereon ; and in case of any return made with 
false or fraudulent intent, he shall add one hundred per centum of such 
tax, and in case of a refusal or neglect to make a return or to verify the 
same as aforesaid he shall add fifty per centum of such tax. In case of 
neglect occasioned by the sickness or absence of an officer of such cor- 
poration, joint stock company or association, or insurance company, re- 
quired to make said return, or for other sufficient reason, the collector 
may allow such further time for making and delivering such return as 
he may deem necessary, not exceeding thirty days. The amount so added 
to the tax shall be collected at the same time and in the same manner as 
the tax originally assessed, unless the refusal, neglect or falsity is dis- 
covered after the date for payment of said taxes, in which case the amount 
so added shall be paid by the delinquent corporation, joint stock company 
or association, or insurance company, immediately upon notice given by 
the collector. 

All assessments shall be made and the several corporations, joint stock 
companies or associations, or insurance companies, shall be notified of 
the amount for which they are respectively liable on or before the first 
day of June of each successive year, and said assessments shall be paid 
on or before the thirtieth day of June, except in cases of refusal or neglect 
to make such return, and in cases of false or fraudulent returns, in which 
cases the commissioner of internal revenue shall, upon the discovery 
thereof, at any time within three years after said return is due, make a 
return upon information obtained as above provided for, and the assess- 
ment made by the commissioner of internal revenue thereon shall be 
paid by such corporation, joint stock company or association, or insur- 
ance company, immediately upon notification of the amount of such assess- 
ment; and to any sum or sums due and unpaid after the thirtieth day of 
June in any year, and for ten days after notice and demand thereof by 
the collector, there shall be added the sum of five per centum on the 
amount of tax unpaid and interest at the rate of one per centum per 
month upon said tax from the time the same becomes due. 
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ARTICLE SIXTH. 
All returns to be filed by collectors in office of commissioner of internal 
revenue. 

When the assessment shall be made, as provided in this section, the re- 
turns, together with any corrections thereof which may have been made 
by the commissioner, shall be filed in the office of the commissioner of 
internal revenue and shall constitute public records and be open to in- 
spection as such. 

ARTICLE SEVEWTH. 
Unlawful for officials to divulge information. 

It shall be unlawful for any collector, deputy collector, agent, clerk or 
other officer or employee of the United States to divulge or make known, 
in any manner whatever not provided by law, to any person any informa- 
tion obtained by him in the discharge of his official duty, or to divulge 
or make known in any manner not provided by law any document re- 
ceived, evidence taken, or report made under this section, except upon the 
special direction of the president; and any offense against the foregoing 
provision shall be a misdemeanor and be punished by a fine not exceed- 
ing one thousand dollars, or by imprisonment not exceeding one year, 
or both, at the discretion of the court 

ARTICLE EIGHTH. 

Penalties imposed upon corporations, joint stock companies and associa- 
tions for refusal or neglect to make returns and for false or fraudulent 
returns. 

If any of the corporations, joint stock companies or associations, or 
insurance companies, aforesaid, shall refuse or neglect to make a return 
at the time or times hereinbefore specified in each year, or shall render 
a false or fraudulent return, such corporation, joint stock company or 
association, or insurance company, shall be liable to a penalty of not less 
than one thousand dollars and not exceeding ten thousand dollars. 

Any person authorized by law to make, render, sign, or verify any re- 
turn, who makes any false or fraudulent return, or statement, with intent 
to defeat or evade the assessment required by this section to be made, 
shall be guilty of a misdemeanor, and shall be fined not exceeding one 
thousand dollars or be imprisoned not exceeding one year, or both, at 
the discretion of the court, with the costs of prosecution. 

All laws relating to the collection, remission, and refund of internal 
revenue taxes, so far as applicable to and not inconsistent with the pro- 
visions of this section, are hereby extended and made applicable to the 
tax imposed by this section. 

Jurisdiction is hereby conferred upon the circuit and district courts 
of the United States for the district within which any person summoned 
under this section to appear to testify or to produce books, as aforesaid, 
shall reside, to compel such attendance, production of books, and testi- 
mony by appropriate process. 
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Form Ho. 637.~FOR]f TO BE FILED BT MANUFACTURING 
CORPORATIONS. 

This form, properly filled out and executed, must be in the hands of 
the collector of internal revenue far the district in v^ich is located the 
principal office of the corporation making the return on or before 
March i. 

TO BE FELLED IN BY TO BE FILLED IN BY INTEENAL BEVENUB 

CQLLECTOBS. BUBEAU. 

List No Assessment List 19 

Qass Page Line 

District of Date received 19 

UNITED STATES INTERNAL REVENUE. 

RETURN OF ANNUAL NET INCOME. 
(Section 38, Act of Congress, Ai>proved August S, 190$^) 

MANUFACTURING GORFORATIONS. 

Reiubn of Net Income received during the year ending December 31, 

19 by a corporation, the principal 

place of business of which is located at Jn the 

State of 

1. Total amount of paid-up stock outstanding at dose of 

yc^r $ 

2. Total amount of bonded or other indebtedness out- 

standing at close of year $ 

3. Gross Income (see Note A) $ 

DEDUCTIONS. 

4. Total amount of all the ordinary and neces- 

sary expenses of maintenance and 
operation of the business and proper- 
ties of the corporation (see Note B) . $ 

5. (a) Total amotmt of losses sus- 

tained January i to Decem- 
ber 31 $ 

(b) Total amount of depreciation 

January i to December 31. . $ 

Total (see Note B) $ 

6. Total amount of interest January i 

to December 31 on bonded 
or other indebtedness to an 
amount not to exceed 
amount of paid-up capital 
at close of year (see 
Note B) $ 

7. (a) Total taxes paid January i to 

December 31 imposed tm- 
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der authority of the United 
States or any state or ter- 
ritory thereof | 

(b) Foreign taxes paid $ 

Total (see Note B) $ 

8. Amount received by way of dividends upon 

stock of other corporations, joint 
stock companies, associations and 
insurance companies subject to this 

tax $ 

Total Deductions | 

9. Net Income I 

10. Specific deduction from net income allowed by law... $5,000.00 

11. Amount on which tax at one per centum is to be cal- 

culated I 

State op County of To wit: 

, President, and Treasurer, of 

the corporation, whose return of annual 

net income is set forth above, being severally duly sworn, each for him- 
self, deposes and says that the foregoing report and the several items 
therein set forth are, to his best knowledge and belief and from such in- 
formation as he has been able to obtain, true and correct in each and 
every particular; that the amount of gross income therein set forth is the 
full amount of gross income, without any deduction whatsoever, received 
from all sources by the said corporation during the year stated, and that 
the net income therein set forth is the full amount on which the tax is 
proper to be assessed. 

Sworn and Subscribed to before me this 

day of , 19 — 

President. 

Treasurer. 

[Seal]. 

Note A. — ^The gross income received during the year from all sources shall in the 
case of a manufacturing corporation consist of the total amount ascertained through 
an accounting that shows the difference between the price received for the goods as 
sold and the cost of such goods as manufactured. The cost of goods maufactrtred 
shall be ascertained by an addition of a charge to the account of the cost of goods 
as manufactured during the year, of the sum of the inventory at beginning of the 
year and a credit to the account of the sum of the inventory at the end of the year. 
To this amount should be added all items of income received during the year from other 
sources, including dividends received on stock of other corporations, joint-stock com> 
panics and associations subject to this tax. In the determination of the cost of goods 
manufactured and sold as above, such cost shall comprehend all charges for maintenance 
and operation of manufacturing plant, but shall not embrace allowances for depredation 
or losses, which items shall be taken account of under the proper heading above as a 
deduction. 

Note B. — ^The deductions authorized shall include all expense items under the 
various heads acknowledged as liabilities by the corporation making the return and 
entered as such on its book from January x to December 31 of the year for which 
return is made. 
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Form Ho. 638.— FORM TO BE FILED BY MZSCl^LLANEOUS 

CORPORATIONS. 

This form, properly filled out and executed, must be in the hands of the 
collector of internal revenue for the district in which is located the prin- 
cipal office of the corporation making the return on or before March i. 



TO BE FILLED IN BY 
OOLLECrORS. 



list No. 
Oass 



.District of. 



TO BE FILLED IN BY INTERNAL REVENUE 
BUREAU. 

Assessment List 19. . . . 

Page Line 

Date received 19 



UNITED STATES INTERNAL REVENUE. 

RETURN OF ANNUAL NET INCOME. 
(Section 38, Act of Congress, Approved August 5, 1909.) 

MISCELLANEOUS CORPORATIONS. 

Retubn of Net Income received during the year ending December 31, 

19 , by a corporation, the principal 

place of business of which is located at in the 

State of 

1. Total amount of paid-up stock outstanding at close of 

year $ 

2. Total amount of bonded or other indebtedness out- 

standing at close of year $ 

3. Gross Income (see Note A) $ 

DEDUCTIONS. 

4. Total amount of all the ordinary and neces- 

sary expenses of maintenance and 
operation of the business and proper- 
ties of the corporation (see Note B) . $ 

5. (a) Total amount of losses sus- 

tained January i to Decem- 
ber 31 $ 

(b) Total amount of depreciation 

January i to December 31 . . $ 

Total (see Note B) $ 

6. Total amount of interest January i 

to December 31 on bonded 
or other indebtedness to an 
amount not to exceed 
amount of paid-up capital 
at close of year (see 
Note B) $ 
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7. (a) Total taxes paid January i to 

December 31 imposed un- 
der authority of the United 
States or any state or ter- 
ritory thereof $ 

(b) Foreign taxes paid $ 

Total (see Note B) $ 

8. Amount received by way of dividends upon 

stock of other corporations, joint 
stock companies, associations and 
insurance companies subject to this 

tax $ 

Total Deductions $. 



9. Net Income $ 

10. Specific deduction from net income allowed by law. . . $5,ooaoo 



II. Amount on which tax at one per centum is to be cal- 
culated $. 



State of , County of To wit: 

, President, and Treasurer, of 

the corporation, whose return of aminal 

net income is set forth above, being severally duly sworn, each for him- 
self, deposes and says that the foregoing report and the several items 
therein set forth are to his best knowledge and belief, and from such in- 
formation as he has been able to obtain, true and correct in each and 
every particular ; that the amount of gross income therein set forth is the 
full amount of gross income without any deduction whatsoever received 
from all sources by the said corporation during the year stated, and that 
the net income therein set forth is the full amount on which the tax is 
proper to be assessed. 

Sworn and Subscribed to before me this 

day of , ig 

President 

Treasurer. 

[Seal]. 

Note A. — Gross income shall consist of the total of the gross revenue derived 
from the operation and management of its business and properties, together with aU 
amounts of income from other sources, including dividends on stodc of other organiza- 
tions subject to this special excise tax receiyed, as shown by entries upon its books 
from January x to December 31 of the year for which return ia made. 

Note B. — ^The deductions authorised shall include all expense itema ander the 
various heads acknowedged as liabilities by the corporation making the return and 
entered as such on its books from January x to December 31 of the year for which 
return b made. 
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Form Ho. 639. — FORM TO BE FILED BY MERCANTILE 

CORPORATIONS. 

This form, properly filled out and executed, must be in the hands of the 
collector of internal revenue for the district in which is located the prin- 
cipal office of the corporation making the return on or before March i. 

TO BB FILLED IN BY TO BE FILLED IN BY INTERNAL REVENUE 

OOLLECTCttS. BUREAU. 

List No Assessment List 19 

Oass Page Line 

District of Date received 19 

UNITED STATES INTERNAL REVENUE. 

RETURN OF ANNUAL NET INCOME. 
(Section 38, Act of Congress, Approved August 5, 1909.) 

MERCANTILE CORPORATIONS. 

(Corporations whose principal business is buying and selling.) 
Return of Net Income received during the year ending December 31, 

19 , by a corporation, the principal 

place of business of which is located at in the 

State of 

1. Total amount of paid-up stock outstanding at dose of 

year $ 

2. Total amount of bonded or other indebtedness out- 

standing at close of year $ 

3. Gross Income (see Note A) $ 

DEDUCTIONS. 

4. Total amount of all the ordinary and neces- 

sary expenses of maintenance and 
operation of the business and proper- 
ties of the corporation (see Note B) . $ 

5. (a) Total amount of losses sus- 

tained January i to Decem- 
ber 31 $ 

(b) Total amount of depreciation 

January i to December 31. . $ 

Total (see Note B) $ 

6. Total amount of interest January i 

to December 31 on bonded 
or other indebtedness to an 
amount not to exceed 
amount of paid-up capital 
at close of year (see 
Note B) $ 

7. (a) Total taxes paid January i to 

December 31 imposed un- 
der authority of the United 
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States or any state or ter- 
ritory thereof $ 

(b) Foreign taxes paid $ 

Total (see Note B) $ 

8. Amount received by way of dividends upon 
stock of other corporations, joint 
stock companies, associations and 
insurance companies subject to this 
tax $ 

Total Deductions $. 



9. Net Income $ 

10. Specific deduction from net income allowed by law. . . $s/xx>joo 



II. Amount on which tax at one per centum is to be cal- 
culated for assessment $. 



State of , County of To wit : 

, President, and Treasurer, of 

the corporation, whose return of annual 

net income is set forth above, being severally duly sworn, each for him- 
self, deposes and says that the foregoing report and the several items 
therein set forth are to his best knowledge and belief, and from such in- 
formation as he has been able to obtain, true and correct in each and 
every particular; that the amount of gross income therein set forth is 
the full amount of gross income without any deduction whatsoever, re- 
ceived from all sources by the said corporation during the year stated, 
and that the net income therein set forth is the full amount on which the 
tax is proper to be assessed. 

Sworn and Subscribed to before me this 

day of , 19 



President. 
Treasurer. 



.[Seal]. 



Note A. — The gross amount of income received daring the year from all sources 
shall in the case of a mercantile corporation consist of the total amount ascertained 
through inventory, or its equivalent, which shows the difference between the price 
received for goods sold and the cost of goods purchased during the year, with an 
addition of a charge to the account of the sum of the inventory at beginning of the 
year and a credit to the account of the sum of the inventory at the end of the year. 
To this amount should be added all items of income received during the year from 
other sources, including dividends received 00 stock of other corporations, joint-stock 
companies and associations subject to this tax. In determining this amount no account 
shall be taken of allowances for depreciation or losses, which items shall be taken 
account of under the proper heading above as a deduction. 

Note B. — The deductions authorized shall include all expense items under the 
various heads acknowledged as liabilities by the corporation making the return and 
entered as such on its books from January x to December 31 of the year for which 
return is made. 
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Supreme G>iirt of the United States. 



Nos, 407, 409, 410, 411, 412, 415, 420, 425, 431. 432, 442, 443, 446, 456 and 
457. — October Term^ 1910. 



Stella P. Flint, as General Guardian 
of the property of Samuel N. 
Stone, Junior, a minor, Apellant, 

407 vs. 

Stone Tracy Company et al. 

Wyckoff Van Derhoeff, Appellant, 

409 vs. 

The Coney Island and Brooklyn 
Railroad Company et al. 

Francis L. Hine, Appellant, 

410 vs. 

Home Life Insurance Company etal. 

Fred W. Smith, Appellant, 

411 vs. 

The Northern Trust Company, A. C. 
Bartlett, William A. Fuller et al. 

William H. Miner, Appellant, 

412 vs. 

The Corn Exchange National Bank 
of Chicago, Charles H. Wacker, 
Martin A. Ryerson et al. 

Cedar Street Company, Appellant, 
415 vs. 

Park Realty Company. 

Lewis W. Jared, Appellant, 
420 vs. 

The American Multigraph Company 
et al. 

Joseph R Gay, Appellant, 
425 vs. 

Hie Baltic Mining Company et aL 



Appeal from the Circuit Court 
of the United States for the 
District of Vermont. 



Appeals from the Grcuit Court 
of the United States for the 
Southern District of New 
York. 



Appeals from the Circuit Court 
of the United States for the 
Northern District of Illinois. 



Appeal from the Circuit Court 
of the United States for the 
Southern District of New 
York. 



Appeal from the Circuit Court 
of the United States for the 
Northern District of Ohio. 

Appeal from the Circuit Court 
of the United States for the 
District of Massachusetts. 
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Percy H. Bnindage, Appdlant, 

431 vs. 

Broadway Realty Company et al. 

Paul Lecroix, Appellant, 

432 vs. 

Motor Taximeter Cab Company etaL 

Arthur Lyman and Arthur T. Ly- 
man, as Trustees under the last 
will and testament of George Baty 
Blake, deceased, Appellants, 

442 vs. 
Interborough Rapid Transit Com- 
pany et aL 

George Wendell Phillips, Appellant 

443 vs. 

Fifty Associates et aL 

Oscar Mitchell, Appellant, 
446 vs, 

Qark Iron Company. 

William H. Fluhrer, Albert W. Du- 
rand and Howard H. Williams, 
Appellants, 

456 vs. 

New York Life Insurance Company. 

Katherine Cary Cook, Harriet Hunt- 
ington Cook, and EUenor Rich- 
ardson Cook, by Anna H. R. 
Cook, their guardian and next 
friend. Appellants, 

457 vs. 

Boston Wharf Company et al. 



Appeals from the Qrcuit Court 
of the United States for the 
Southern District of New 
York. 



Appeal from the Circuit Court 
of the United States for the 
District of Massachusetts. 

Appeal from the Circuit Court 
of the United States for the 
District of Minnesota. 



Appeal from the Circuit Court 
of the United States for the 
Southern District of New 
York. 



Appeal from the Grcuit Court 
of the United States for the 
District of Massachusetts. 



[March 13, 191 1.] 
Mr. Justice Day delivered the opinion of the Court. 

These cases involve the constitutional validity of Section 38 of the Act 
of Congress approved August 5, 1909, known as "The Corporation Tax" 
law. (Stat. 1909, pp. 11-112-117.) 

It is contended in the first place that this section of the act is unconsti- 
tutional, because it is a revenue measure, and originated in the Senate in 
violation of Section 7 of Article i of the Constituti<^, providing that "all 
bills for the raising of revenue shall originate in the Houde of Represen- 
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tztvrtB, but the Senate may propose or concur with amendments as on 
other bills." The history of the act is contained m the Government's brief, 
and is accepted as correct, no objection being made to its accuracy. 

This statement shows that the tariff bill, of which the section under 
consideration is a part, originated in the House of Representatives and 
was there a general bill for the collection of revenue. As originally in- 
trodocedf it contained a plan of inheritance taxation. In the Senate the 
proposed tax was removed from the bill, and the corportion tax, in a 
measure, substituted therefor. The bill having properly originated in the 
House, we perceive no reason in the constitutional provision relied upon 
why it may not be amended in the Senate in the manner which it was 
in this case. The amendment was germane to the subject-matter of the 
bill and not beyond the power of the Senate to propose. In thus deciding 
we do not wish to be regarded as holding that the journals of the House 
and Senate may be examined to invalidate an act which has been passed 
and signed by the presiding officers of the House and Senate and approved 
by the President and duly deposited with the State Department. (Field 
vs. Qark, 143 U. S. 649; Harwood vs. Wentworth, 162 U. S. 547; Twin 
City Bank vs. Nebeker, 167 U. S. 196.) 

In order to have in mind some of the more salient features of the statute 
with a view to its interpretation, a part of the first paragraph is here set 
out, as follows: 

" Sec j8. That every corporation, joint stock company or association 
organized for profit and having a capital stock represented by shares, and 
every insurance company now or hereafter organized under the laws of 
the United States or of any state or territory of the United States, or 
under the acts of Congress applicable to Alaska or the District of Colum- 
bia, or now or hereafter organized under the laws of any foreign country 
and engaged in business in any state or territory of tiie United States 
or in Alaska or in the District of Columbia, shall be subject to pay an- 
nually m special excise tax with respect to the carrying on or doing busi- 
ness by such corporation, joint stock company or association or insurance 
company equivalent to one per centum upon the entire net income over 
and above five thousand dollars received by it from all sources during 
such year, exclusive of amounts received by it as dividends upon stock of 
other corporations, joint stock companies or associations or insurance 
companies subject to the tax hereby imposed; or if organized under the 
laws of any foreign country, upon the amount of net income over and 
above five thousand dollars received by it from business transacted and 
capital invested within the United States and its territories, Alaska and 
the District of Columbia, during such year, exclusive of amounts so re- 
ceived by it as dividends upon stock of other corporations, joint stock 
companies or associations or insurance companies subject to the tax 
hereby imposed." 

A reading of this portion of the statute shows the purpose and design 
of Congress in its enactment and the subject-matter of its operation. It is 
at once apparent that its terms embrace corporations and joint stock com- 
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panics or associations which are organized for profit, and have a capital 
stock represented by shares. Such joint stock companies, while differ- 
ing somewhat from corporations, have many of their attributes and enjoy 
many of their privileges. To these are added insurance companies, and 
they, as corporations, joint stock companies or associations, must be such 
as are now or hereafter organized under the laws of the United States 
or of any state or territory of the United States, or under the acts of 
Congress applicable to Alaska and the District of G)lumbia. Each and 
all of these, the statute declares, shall be subject to pay annually a spe- 
cial excise tax with respect to the carrying on and doing business by such 
corporation, joint stock company or association, or insurance company. 
The tax is to be equivalent to one per cent of the entire net income over 
and above $5,000 received by such corporation or company from all 
sources during the year, excluding, however, amounts received by them 
as dividends upon stock of other corporations, joint stock companies or 
associations, or insurance companies, subject to the tax imposed by the 
statute. Similar companies organized under the laws of any foreign coun- 
try and engaged in business in any state or territory of the United 
States, or in Alaska or the District of Columbia, are required to pay the 
tax upon the net income over and above $5,000 received by them from 
business transacted and capital invested within the United States, the 
territories, Alaska and the District of Columbia, during each year, with 
the like exclusion as to amotmts received by them as dividends upon stock 
of other corporations, joint stock companies or associations, or insurance 
companies, subject to the tax imposed. 

While the mere declaration contained in a statute that it shall be re- 
garded as a tax of a particular character does not make it such if it is 
apparent that it cannot be so designated consistently with the meaning: and 
effect of the act, nevertheless the declaration of the lawmaking power is en- 
titled to much weight, and in this statute the intention is expressly declared 
to impose a special excise tax with respect to the carrying on or doing 
business by such corporation, joint stock company or association, or insur- 
ance company. It is therefore apparent, giving all the words of the statute 
effect, that the tax is imposed not upon the franchises of the corporation 
irrespective of their use in business, nor upon the property of the corpora- 
tion, but upon the doing of corporate or insurance business and with re- 
spect to the carrying on thereof, in a sum equivalent to one per centum 
upon the entire net income over and above $5,000 received from all sources 
during the year; that is, when imposed in this manner it is a tax upon 
the doing of business with the advantages which inhere in the pectdiarities 
of corporate or joint stock organization of the character described. As 
the latter organizations share many benefits of corporate organization it 
may be described generally as a tax upon the doing of business in a cor- 
porate capacity. In the case of the insurance companies the tax is im- 
posed upon the transaction of such business by companies organized under 
the laws of the United States or any state or territory, as heretofore 
stated. 
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This tax, it is expressly stated, is to be equivalent to one per centum of 
the entire net income over and above $5,000 received from all sources 
during the year — ^this is the measure of the tax explicitly adopted by the 
statute. The income is not limited to such as is received from property 
used in the business, strictly speaking, but is expressly declared to be 
upon the entire net income above $5,000 from all sources, excluding the 
amounts received as dividends on stock in other corporations, joint stock 
companies or associations, or insurance companies, also subject to the tax. 
In other words, the tax is imposed upon the doing of business of the char- 
acter described, and the measure of the tax is to be the income, with the 
deduction stated, received not only from property used in business, but 
from every source. This view of the measure of the tax is strengthened 
when we note that as to organizations under the laws of foreign coun- 
tries the amount of net income over and above $5,000 includes that re- 
ceived from business transacted and capital invested in the United States, 
the territories, Alaska and the District of Columbia. 

It is further strengthened when the subsequent sections are considered 
as to deductions in ascertaining net income and requiring returns from 
those subject to the act. Under the second paragraph the net income is to 
be ascertained by certain deductions from the gross amount of income 
received within the year "from all sources"; and the return to be made 
to the collector of internal revenue under the third section is required to 
show the gross amount of the income received during the year " from all 
sources." The evident purpose is to secure a return of the entire income, 
with certain allowances and deductions which do not suggest a restriction 
to income derived from property actively engaged in the business. This 
interpretation of the act, as resting upon the doing of business, is sus- 
tained by the reasoning in Spreckels Sugar Refining Co. vs, McQain, 192 
U. S. 397, in which a special tax measured by the gross receipts of the 
business of refining oil and sugar was sustained as an excise in respect to 
the carrying on or doing of such business. 

Having thus interpreted the statute in conformity, as we believe, with 
the intention of Congress in passing it, we proceed to consider whether, 
as thus construed, the statute is constitutional. 

It is contended that it is not, certainly so &r as the tax is measured 
l^ the income of bonds non-taxable under Federal statutes, and municipal 
and State bonds beyond the Federal power of taxation. And so of real 
and personal estates, because as to such estates the tax is direct, and re- 
quired to be apportioned according to population among the States. It 
is insisted that such must be the holding unless this court is prepared to 
reverse the income tax cases decided under the act of 1894. (Pollock vs. 
Farmers' Loan & Trust Company, 157 U. S. 429; s. c, i^ U. S. 601.) 

The applicable provisions of the Constitution of the United States in 
this connection are found in article one, section eight, clause one, and in 
article one, section two, clause three, and article one, section nine, clause 
four. They are respectively: 
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"The Congress shall have power to lay and collect taxes, duties, im- 
posts, and excises, to pay the debts and provide for the common defense 
and general welfare of the United States ; but all duties, imposts and ex- 
cises shall be uniform throughout the United States." 

" Representatives and direct taxes shall be apportioned among the sev- 
eral States which may be included within this Union, according to their 
respective numbers." 

" No capitation or other direct tax shall be laid unless in proportion to 
the censtis or enumeration hereinbefore directed to be taken." 

It was under the latter requirement as to apportionment of direct taxes 
according to population that this court in the Pollock case held the statute 
of 1894 to be unconstitutional. Upon the rehearing of the case Mr. Chief 
Justice Fuller, who spoke for the court, summarizing the effect of the 
decision, said: 

" We have considered the act only in respect of the tax on income de- 
rived from real estate, and from invested personal property, and have not 
commented on so much of it as bears on gains or profits from business, 
privileges, or emplojrments, in view of the instances in which taxation on 
business, privileges, or employments, has assumed the guise of an excise 
tax and been sustained as such." (158 U. S. 635.) 

And as to the excise taxes, the Chief Justice said : 

" We do not mean to say that an act laying by apportionment a direct 
tax on all real estate or personal property, or the income thereof, might 
not also lay excise taxes on business, privileges, employments and voca- 
tions." (p. 637.) 

The Pollock case was before this court in Knowlton vs, Moore, 178 
U. S. 41. In that case this court sustained an excise tax upon the trans- 
mission of property by inheritance. It was contended there, as here, that 
the case was ruled by the Pollock case, and of that case this court, speak- 
ing by the present Chief Justice, said: 

"The issue presented in the Pollock case was whether an income tax 
was direct within the meaning of the Constitution. The contentions 
which the case involved were thus presented. On the one hand, it was 
argued that only capitation taxes and taxes on land as such were direct, 
within the meaning of the Constitution, considered as a matter of first 
impression, and that previous adjudications had construed the Constitu- 
tion as having that import. On the other hand, it was asserted that» in 
principle, direct taxes, in the constitutional sense, embraced not only taxes 
on land and capitation taxes, but all burdens laid on real or personal 
property because of its ownership, which were equivalent to a direct tax 
on such property, and it was affirmed that the previous adjudications of 
this court had settled nothing to the contrary. 

******** 

** Undoubtedly, in the course of the opinion in the Pollock case it was 
said that if a tax was direct within the constitutional sense the mere 
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erroneous qualifictaion of it as an excise or duty would not take it out of 
the constitutional requirement as to apportionment. But this language 
related to the subject-matter under consideration, and was but a state- 
ment that a tax which was in itself direct, because imposed upon property 
solely because of its ownership, could not be changed by affixing to it the 
qualifications of excise or duty. Here we are asked to decide that a tax 
is a direct tax on property which has at all times been considered as the 
antithesis of such a tax ; that is, that it has ever been treated as a duty or 
excise, because of the particular occasion which gives rise to its levy. 

"Considering that the constitutional rule of apportionment had its 
origin in the purpose to prevent taxes on persons solely because of their 
general ownership of property from being levied by any other rule than 
that of apportionment, two things were decided by the court: First, that 
no sound distinction existed between a tax levied on a person solely be- 
cause of his general ownership of real property, and the same tax imposed 
solely because of his general ownership of personal property. Secondly, 
that the tax on the income derived from such property, real or personal, 
was the legal equivalent of a direct tax on the property from which said 
income was derived, and hence must be apportioned. These conclusions, 
however, lend no support to the contention that it was decided that du- 
ties^ imposts and excises, which are not the essential equivalents of a tax 
on property generally, real or personal, solely because of its ownership, 
must be converted into direct taxes, because it is conceived that it would 
be demonstrated by a close analysis that they could not be shifted from 
the person upon whom they first fall." 

The same view was taken of the Pollock case in the subsequent case of 
Spreckels Sugar Refining Co. vs. McQain, 192 U. S. 397. 

The act now under consideration does not impose direct taxation upon 
property solely because of its ownership, but the tax is within the class 
which Congress is authorized to lay and collect under article one, section 
eight, clause one of the Constitution, and described generally as taxes, du- 
ties, imposts and excises, upon which the limitation is that diey shall be 
uniform throughout the United States. 

>^thin the category of indirect taxation, as we shall have further occa- 
sion to show, is embraced a tax upon business done in a corporate ca- 
pacity, which is the subject-matter of the tax imposed in the act under 
consideration. The Pollock case construed the tax there levied as direct, 
because it was imposed upon property simply because of its ownership. 
In the present case the tax is not payable unless there be a carrying on or 
doing of business in the designated capacity, and this is made the occa- 
sion for the tax, measured by the standard prescribed. The difference 
between the acts is not merely nominal, but rests upon substantial differ- 
ences between the mere ownership of property and the actual doing of 
business in a certain way. 

It is unnecessary to enter upon an extended consideration of the tech- 
nical meaning of the term "excise." It has been the subject-matter of 
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considerable discussion — the terms duties, imposts and excises are gen- 
erally treated as embracing the indirect forms of taxation contemplated 
by the Constitution. As Mr. Chief Justice Fuller said in the Pollock case, 
supra: 

"Although there have been from time to time intimations that there 
might be some tax which was not a direct tax nor included under the 
words 'duties, imposts and excises/ such a tax for more than one hun- 
dred years of national existence has as yet remained undiscovered, not- 
withstanding the stress of particular circumstances has invited thorough 
investigation into sources of revenue." 

And in the same connection the Chief Justice, delivering the opinion of 
the court in Thomas vs. United States, 192 U. S. 363, in speaking of the 
words duties, imposts and excises, said: 

"We think that they were used comprehensively to cover customs and 
excise duties imposed on importation, consumption, manufacture and sale 
of certain commodities, privileges, particular business transactions, voca- 
tions, occupations and the like." 

Duties and imposts are terms commonly applied to levies made by gov- 
ernments on the importation or exportation of commodities. Excises are 
"taxes laid upon the manufacture, sale or constmiption of commodities 
within the country, upon license to pursue certain occupaticas and upon 
corporate privileges." (Cooley Cons. Lim. 7th ed. 680.) 

The tax under consideration, as we have construed the statute, may be 
described as an excise upon the particular privilege of doing business in 
a corporate capacity, t. e., with the advantages which arise from corpo- 
rate or quasi-corporate organization; or, when applied to insurance com- 
panies, for doing the business of such companies. As was said in the 
Thomas case, 192 U. S. supra, the requirement to pay such taxes involves 
the exercise of privileges, and the element of absolute and unavoidable 
demand is lacking. If business is not done in the manner described in 
the statute, no tax is payable. 

If we are correct in holding that this is an excise tax, there is nothing 
in the Constitution requiring such taxes to be apportioned according to 
population. (Pacific Ins. Co. vs. Soule, 7 Wall. 433; Springer vs. United 
States, 102 U. S. 586; Spreckels Sugar Refining Co., 192 U. S. 397.) 

It is next contended that the attempted taxation is void because it 
levies a tax upon the exclusive right of a state to grant corporate fran- 
chises, because it taxes franchises which are the creation of the state 
in its sovereign right and authority. This proposition is rested upon the 
implied limitation upon the powers of national and state governments to 
take action which encroaches upon or cripples the exercise of the exclusive 
power of sovereignty in the other. It has been held in a number of cases 
that the state cannot tax franchises created by the United States or the 
agencies or corporations which are created for the purpose of carrjring 
out governmental functions of the United States. (McCulloch vs. Mary- 
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land, 4 Wheat. 316 ; Osborn vs. Bank, 9 Wheat. 738 ; Railroad Co. vs, Peo- 
iston, 18 Wall. 5; California vs. Central Pac, R. R. Co., 127 U. S. i.) 

An examination of these cases will show that in each case where the 
tax was held invalid the decision rested upon the proposition that the cor- 
poration was created to carry into effect powers conferred upon the Fed- 
eral Government in its sovereign capacity, and the attempted taxation 
was an interference with the effectual exercise of such powers. 

In Osborn vs. The Bank, supra, a leading case upon the subject, whilst 
it was held that the bank of the United States was not a private corpora- 
tion, but a public one, created for national purposes, and therefore beyond 
the taxing power of the state. Chief Justice Marshall, in delivering the 
opinion of the court, conceded that if the corporation had been originated 
for the management of an individual concern, with private trade and 
profit for its great end and principal object, it might be taxed by the state. 
Said the Chief Justice : 

" If these premises [that the corporation was one of private character] 
were true, the conclusion drawn from them would be inevitable. This 
mere private corporation, engaged in its own business, with its own views, 
would certainly be subject to the taxing power of the state, as any indi- 
vidual would be; and the casual circumstance of its being employed by 
the government in the transaction of its fiscal affairs would no more ex- 
empt its private business from the operation of that power than it would 
exempt the private business of any individual employed in the same 
manner." 

The inquiry in this connection is: How far do the implied limitations 
upon the taxing power of the United States over objects which wotdd 
otherwise be legitimate subjects of federal taxation withdraw them from 
the reach of the federal government in raising revenue because they are 
pursued under franchises which are the creation of the states? 

In approaching this subject we must remember that enactments levying 
taxes, as other laws of the federal government when acting within con- 
stitutional authority, are the supreme law of the land. The Constitution 
contains only two limitations on the right of Congress to levy excise 
taxes; they must be levied for the public welfare and are required to be 
uniform throughout the United States. As Mr. Chief Justice Chase said, 
speaking for the court in License Tax Cases, 5 Wall. 462, 471 : " Congress 
cannot tax exports, and it must impose direct taxes by the rule of appor- 
tionment and indirect taxes by the rate of tmiformity. Thus limited and 
thus only, it reaches every subject and may be exercised at discretion." 
The limitations to which the Chief Justice refers were the only ones im- 
posed in the Constitution upon the taxing power. 

In McCray vs. United States, 195 U. S. 27, this court sustained a Fed- 
eral tax on oleomargarine, artificially colored, and held that while the 
Fifth and Tenth Amendments qualify, so far as applicable, all the pro- 
visions of the Constitution, nothing in those amendments operates to take 
away the power to tax conferred by the Constitution on the Congress. In 
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that case it was contended that the subject taxed was within the exclusive 
domain of the States, and that the real purpose of Congress was not to 
raise revenue, but to tax out of existence a substance not harmful of itself 
and one which might be lawfully manufactured and sold; but, the only 
constitutional limitation which this court conceded, in addition to die re- 
quirement of uniformity, and that for the sake of argument only so far as 
concerned the case then under consideration, was that Congress is re- 
strained from arbitrary impositions or from exceeding its powers in seek- 
ing to effect unwarranted ends. The limitation of uniformity was deemed 
sufficient by those who framed and adopted the Constitution. The courts 
may not add others. (Patton vs, Brady, 184 U. S. 608, 622. And see 
United States vs. Singer, 15 Wall, iii, lai; Nicol vs. Ames, 173 U. S. 
90ft 515.) 

We must therefore enter upon the inquiry as to implied limitations upon 
the exercise of the federal authority to tax because of the sovereignty of 
the states over matters within their exclusive jurisdiction, having in view 
the nature and extent of the power specifically conferred upon Congress 
t^ the Constitution of the United States. We must remember, too, that 
the revenues of the United States must be obtained in the same territory, 
from the same people, and excise taxes must be collected from the same 
activities, as are also reached by the states in order to support their local 
governments. 

While the tax in this case, as we have construed the statute, is imposed 
upon the exercise of the privilege of doing business in a corporate ca- 
pacity, as such business is done under authority of state franchises, it 
becomes necessary to consider in this connection the right of the federal 
government to tax the activities of private corporations which arise from 
the exercise of franchises granted by the state in creating and conferring 
powers upon such corporations. We think it is the result of the cases here- 
tofore decided in this court that such business activities, though exercised 
because of state-created franchises, are not beyond the taxing power of 
the United States. Taxes upon rights exercised under grants of state 
franchises were sustained by this court in Railroad Company vs. Collector, 
100 U. S. 595; United States vs. Erie R. R. Co., 106 U. S. 327; Spredcds 
Sugar Refining Co. vs. McClain, 192 U. S. 397. 

It is true that in those cases the question does not seem to have been 
directly made, but, in sustaining such taxation, the right of the federal 
government to reach such agencies was necessarily involved. The ques- 
tion was raised and decided in the case of Veazie Bank vs. Fenno, 8 Wall 
533. In that well-known case a tax upon the notes of a state bank issued 
for circulation was sustained. Mr. Chief Justice Chase, in the course of 
the opinion, said : 

''Is it, then, a tax on a franchise granted by a state, which Congress, 
upon any principle exempting the reserved powers of the states from im- 
pairment by taxation, must be held to have no authority to lay and col- 
lect? 
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"We do not say that there may not be such a tax. It may be admit- 
ted that the reserved rights of the states, such as the right to pass laws, 
to give effect to laws through executive action, to administer justice 
through the courts, and to employ aU necessary agencies for legitimate 
purposes of state government, are not proper subjects for the taxing 
power of Congress. But it cannot be admitted that franchises granted by 
a state are necessarily exempt from taxation; for franchises are property, 
often very valuable and productive property; and when not conferred for 
the purpose of giving effect to some reserved power of a state seem to be 
as properly objects of taxation as any other property. 

" But in the case before us the object of taxation is not the franchise of 
the bank, but property created or contracts made and issued under the 
franchise, or power to issue bank bills. A railroad company, in the exer- 
cise of its corporate franchises, issues freight receipts, bills of lading, and 
passenger tickets; and it cannot be doubted that the organization of rail- 
roads is quite as important to the state as the organization of banks. But 
it will hardly be questioned that these contracts of the company are ob- 
jects of taxation within the powers of Congress, and not exeQq>ted by any 
relation to the state which granted the charter of the raikoad. And it 
seems difficult to distinguish the taxation of notes issued for circulation 
from the taxation of these railroad contracts. Both descriptions of con- 
tracts are means of profit to the corporations which issue them ; and both, 
as we think, may properly be made contributory to the public revenue." 
(pp. 547, 548.) 

It is true that the decision in the Veazie Bank case was also placed, in a 
measure, upon the authority of the United States to control the ctrcuiating 
meditun of the country, but the force of the reasoning, which we have 
quoted, has not been denied or departed from. 

In Thomas vs. United States, 192 U. S., supra, a federal tax on the 
transfer of corporate shares in state corporations was upheld as a tax 
upon business transacted in the exercise of privileges afforded by the state 
laws in respect to corporations. 

In Nicol vs. Ames, 173 U. S. 509, a federal tax was sustained upon the 
enjoyment of privileges afforded by a board of trade incorporated by the 
State of Illinois. 

When the Constitution was framed the right to lay excise taxes was 
broadly conferred upon the Congress. At that time very few corpora- 
tions existed. If the mere fact of state incorporation, extending bow to 
nearly all branches of trade and industry, could withdraw the legitimate 
objects of federal taxation from the exercise of the power conferred, the 
result would be to exclude the national government from many objects 
upon which indirect taxes could be constitutionally imposed. Let it be 
supposed that a group of individuals, as partners, were carrying on a 
business upon which Congress concluded to lay an excise tax. If it be 
true that the forming of a state corporation would defeat this purpose, 
by taking the necessary steps required by the state law to create a cor- 
poration and carrying on the business under rights granted by a state 
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statute, the federal tax would become invalid and that source of national 
revenue be destroyed, except as to the business in the hands of individuals 
or partnerships. It cannot be supposed that it was intended that it should 
be within the power of individuals acting under state authority to thus 
impair and limit the exertion of authority which may be essential to na- 
tional existence. 

In this connection South Carolina vs. United States, 199 U. S. 437, is 
important In that case it was held that the agents of the state govern- 
ment, carrying on the business of selling liquor under state authority, were 
liable to pay the internal revenue tax imposed by the federal government. 
In the opinion previous cases in this court were reviewed, and the rule to 
be deduced therefrom stated to be that the exemption of state agencies 
and instrumentalities from national taxation was limited to those of a 
strictly governmental character, and did not extend to those used by the 
state in carrying on business of a private character. (199 U. S. 461.) 

The cases unite in exempting from federal taxation the means and in- 
strumentalities employed in carrying on the governmental operations of 
the state. The exercise of such rights as the establishment of a judiciary, 
the employment of officers to administer and execute the laws and similar 
governmental functions cannot be taxed by the federal government (The 
Collector vs. Day, 11 Wall. 113; United States vs. R. R. Co., 17 Wall 322; 
Ambrosini vs. United States, 187 U. S. i.) 

But this limitation has never been extended to the exclusion of the 
activities of a merely private business from the federal taxing power, al- 
though the power to exercise them is derived from an act of incorporation 
by one of the states. We, therefore, reach the conclusion that the mere 
fact that the business taxed is done in pursuance of authority granted by a 
state in the creation of private corporations does not exempt it from the 
exercise of federal authority to levy excise taxes upon such privileges. 

But, it is insisted, this taxation is so unequal and arbitrary in the fact 
that it taxes a business when carried on by a corporation and exempts a 
similar business when carried on by a partnership or private individual as 
to place it beyond the authority conferred upon Congress. As we have 
seen, the only limitation upon the authority conferred is uniformity in lay- 
ing the tax, and uniformity does not require the equal application of the 
tax to all persons or corporations who may come within its operation, but 
is limited to geographical uniformity throughout the United States. This 
subject was fully discussed and set at rest in Knowlton vs. Moore, 178 
U. S. suproy and we can add nothing to the discussion contained in that 
case. 

In levying excise taxes the most ample authority has been recognized 
from the beginning to select some and omit other possible subjects of tax- 
ation, to select one calling and omit another, to tax one class of property 
and to forbear to tax another. For examples of such taxation see cases 
in the margin, decided in this court, upholding the power.* 

*Hylton vs. United States, 3 Dall, 171 (a tax on carriages which the owner kept 
for private use); Nicol r^. Ames, 173 U. S. $09 (a tax upon sales or exchanges of 
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Many instances might be given where this court has sustained the right 
of a state to select subjects of taxation, although as to them the Four- 
teenth Amendment imposes a limitation upon state legislatures, requiring 
that no person shall be denied the equal protection of the laws. See some 
of them noted in the margin .♦ 

In Bell's Gap R. R. Co. vs, Pennsylvania, 134 U. S. 232, dealing with the 
Fourteenth Amendment, which in this respect imposes limitations only on 
state authority, this court said: 

" The provision, in the Fourteenth Amendment, that no state shall deny 
to any person within its jurisdiction the equal protection of the laws, was 
not intended to prevent a state from adjusting its system of taxation in 
all proper and reasonable ways. It may, if it chooses, exempt certain 



boards of trade); Knowlton vs. Moore, 178 U. S. 41 (a tax on the transmission of 
property from the dead to the living); Treat vs. White, i8x \J. S. 264 (» tax on 
agreements to sell shares of stock, denominated " calls," by stock brokers) ; Patton vs. 
Brady, 184 U. S. 608 (a tax on tobacco manufactured for consumption, and imposed 
at a period intermediate the commencement of manufacture and the final consump- 
tion of the article) ; Cornell vs. Coyne, 193 U. S. 418 (a tax on " filled cheese " man- 
ufactured expressly for export); McCray vs. United States, 195 U. S. 27 (a tax on 
oleomargarine not artifically colored, a higher tax on oleomargarine artificially 
colored, and no tax on butter artifically colored); Thomas vs. United States, 19a 
U. S. 363 (a tax on sales of shares of stock in corporations); Pacific Insurance Co. 
vs. Soule, 7 Wall, 423 (a tax upon the amounts insured, renewed, or continued by 
insurance companies upon the gross amounts of premiums received and assess- 
ments made by them, and also upon dividends, undistributed sums, and incomes); 
Veazie Bank vs. Fenno, 8 Wall. 533 (a tax of ten per centum on the amount of the 
notes paid out of any state bank, or state banking association); Scholey vs. 
Rew, 23 Wall. 331 (a tax on devolutions of title to real estate); Spreckels vs. 
Sugar Refining Company, 192 U. S. 397 (a tax on the gross receipts of corpora- 
tions and companies, in excess of $250,000. engaged in refining sugar or oil); 
Railroad Co. vs. Collector, zoo U. S. 595 (a tax laid in terms upon the amounts 
paid by certain public service corporations as interest on their funded debt, 
or as dividends to their stockholders, and also on " all profits, incomes or gains of 
such company, and all profits of such company carried to the account of any fund, 
or used for construction." Held to be a tax upon the company's earnings and there- 
fore essentially an excise upon the business of the corporation); Springer vs. United 
States, I OS U. S. 586 (a duty provided by the internal revenue acts to be assessed, 
collected, and paid upon gains, profits, and incomes, held to be an excise or duty 
and not a direct tax). 

* Beers vs. Glynn,, 211 U. S. 477 (a State tax on personalty of non-resident dece- 
dents who owned realty in the State); Hatch vs. Reardon, 204 U. S. isa (a State tax 
on the transfers of stock made within the State) ; Armour Packing Company vs. Lacy, 
200 U. S. 226 (a state license tax on meat packing houses. A foreign corporation 
selling its products in the state, but whose packing establishments are not situated 
in the states is not exempt from such license tax); Savannah, Thunderbolt & Isle 
of Hope Railway vs. Savannah, 198 U. S. 392 (a classification which distinguishes 
between an ordinary street railway and a steam railroad, making an extra charge 
for local deliveries of freight brought over its road from outside the city, held, not 
to be such a classification as to make the tax void under the Fourteenth Amend- 
ment); Cook vs. Marshall County, 196 U. S. 261 (a state tax on cigarette dealers); 
Magonn vs. Illinois Trust ft Savings Bank, 170 U. S. 283 (upholding the graded in- 
heritance tax law of Illinois); Bell's Gap Railroad Co. vs. PennsylvanU* Z34 U. S. 
232 (state tax upon the nominal face value of bonds, instead of their actual value, 
held, a valid part of the state system of taxation). 
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classes of property from any taxation at all, such as churches, libraries, 
and the property of charitable institutions. It may impose different spe- 
cific taxes upon different trades and professions, and may vary the rates of 
excise upon various products; it may tax real estate and personal prop- 
erty in a different manner; it may tax visible property only, and not tax 
securities for payment of money; it may allow deductions for indebted- 
. ness, or not allow them. All such regulations, and those of like character, 
so long as they proceed within reasonable limits and general usage, are 
within the discretion of the state legislature, or of the people of the state 
in framing their Constitution." 

It is insisted in some of the briefs assailing the validity of this tax that 
these cases have been modified by Southern R. R. Co. vs. Greene, 216 
U. S. 400. In that case a corporation organized in a state, other than 
Alabama, came into that state in compliance with its laws, paid the license 
tax and property tax imposed upon other corporations doing business in 
the state, and acquired under direct sanction of the laws of the state a 
large amount of property therein, and, when it was attempted to subject 
it to a further tax on the ground that it was for the privilege of doing 
business as a foreign corporation, when the same tax was not imposed 
upon state corporations doing precisely the same business, in the same 
way, it was held that the attempted taxation was merely arbitrary clas- 
sification and void under the Fourteenth Amendment In that case the 
foreign corporation was doing business under the sanction of the state 
laws no less than the local corporation ; it had acquired its property under 
sanction of those laws; it had paid all direct and indirect taxes levied 
against it, and there was no practical distinction between it and a state 
corporation doing the same business in the same way. 

In the case at bar we have already discussed the limitations which the 
Constitution imposes upon the rig^t to levy excise taxes, and it could not 
be said, even if the principles of the Fourteenth Amendment were ap- 
plicable in the present case, that there is no substantial difference between 
the carrying on of business by the corporation taxed and the same busi- 
aess when conducted by a private firm or individual. The thing taxed is 
not the mere dealing in merchandise, in which the actual transactions 
may be the same, ivhether conducted by individuals or corporations, but 
the tax is laid upon the privileges which exist in conducting business with 
the advantages which inhere in the corporate capacity of those taxed, and 
which are not enjoyed by private firms or individuals. These advantages 
are obvious, and have led to the formation of such companies in nearly 
all branches of trade. The continuity of the business, without interruption 
by death or dissolution, the transfer of property interests by the disposi- 
tion of shares of stock, the advantages of business controlled and man- 
aged by corporate directors, the general absence of individual liability, 
these and other things inhere in the advantages of business thus con- 
ducted, which do not exist when the same business is conducted by pri- 
vate individuals or partnerships. It is this distinctive privilege which is 
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the subject of taxation, not the mere buying or selling or handling of 
goods which may be the same, whether done by corporations or individuals. 

It is further contended that some of the corporations, notably insurance 
covnpairies, have large investments in municipal bonds and other non- 
taxable securities, and in real estate and personal property not used in 
tke business, that therefore the selection of the measure of the income 
from all sources is void, because it reaches property which is not the sub- 
ject of taxation — ^upon the authority of the Pollock case, supra. But this 
argument confuses the measure of the tax upon the privilege, with direct 
taxation of the estate or thing taxed. In the Pollock case, as we hare 
seen, the tax was held unconstitutional, because it was in effect a direct 
tax on the property solely because of its ownership. 

Nor does the adoption of this measure of the amount of the tax do vio- 
lence to the rule laid down in Galveston, Harrisburg & San Antonio Ry. 
Co. vs, Texas, aio U. S. 217, nor the Western Union TeL Co. vs. Kansas, 
216 U. S. 1'. In the Galveston case it was held that a tax imposed by the 
State of Texas, equal to one per cent, upon the gross receipts " from every 
source, whatever," of lines of railroad lying wholly within the state, was 
invalid as an attempt to tax gross receipts derived from the carriage of 
passengers and freight in interstate commerce, which in some instances 
was much the larger part of the gross receipts taxed. This court held 
that this act was an attempt to burden commerce among the states, and 
the fact that it was declared to be ''equal to" one per cent, made no 
difference, as it was merely an effort to reach gross receipts by a tax not 
even disguised as an occupation tax, and in nowise helped by the words 
''equal to." In other words, the tax was held void, as its business and 
manifest intent was to tax interstate commerce as such. 

In the Western Union Telegraph cases the state undertook to levy a 
graded charter fee upon the entire capital stock of one hundred millions 
of dollars of the Western Union Telegraph Company, a foreign corpora- 
tion, and engaged in commerce among the states, as a condition of doing 
local business within the State of Kansas. This court held, looking through 
forms and reaching the substance of the thing, that the tax thus imposed 
was in reality a tax upon the right to do interstate commerce within the 
state and an undertaking to tax property beyond the limits of the state; 
that whatever the declared purpose, when reasonably interpreted, the nec- 
essary operation and effect of the act in question was to burden interstate 
commerce and to tax property beyond the jurisdiction of the state, and it 
was therefore invalid. 

There is nothing in these cases contrary, as we shall have occasion to 
see, to the former rulings of this court, which held that where a tax is 
lawfully imposed upon the exercise of privileges within the taxing power 
of the state or nation, the measure of such tax may be the income from 
the property of the corporation, although a part of such income is de- 
rived from property in itself non-taxable. The distinction lies between 
the attempt to tax the property as such and to measure a legitimate tax 
upon the privileges involved in the use of such property. 
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In Home Ins. Co. vs. New York, 134 U. S. 594, a tax was sustained 
upon the right or privilege of the Home Insurance G>mpany to be a 
corporation and to do business within the state in a corporate capacity, 
the tax being measured by the extent of the dividends of the corporation 
in the current year upon the capital stock. Although a very large 
amount, nearly two of three millions of capital stock was invested in 
bonds of the United States, expressly exempted from taxation by a statute 
of the United States, the tax was sustained as a mode of measurement of 
a privilege tax which it was within the lawful authority of the state to 
impose. Mr. Justice Field, who delivered the opinion of the court, re- 
viewed the previous cases in this court, holding that the state could not 
tax or burden the operation of the Constitution and of laws enacted by the 
Congress to carry into execution the powers vested in the General Govern- 
ment. Yielding full assent to those cases, Mr. Justice Field said of the 
tax then under consideration : " It is not a tax in terms upon the capital 
stock of the company, nor upon any bonds of the United States compos- 
ing a part of that stock. The statute designates it a tax upon the ' cor- 
porate franchise or business ' of the company, and reference is only made 
to its capital stock and dividends for the purpose of determining the 
amount of the tax to be exacted each year." In that case, in the course 
of the opinion, previous cases of this court were cited with approvaL 
(Society for Savings vs. Coite, 6 Wall. 594; Provident Institution vs. 
Massachusetts, 6 WalL 611.) 

In the Coite case a privilege tax upon the total amount of deposits in a 
savings bank was sustained, although $500,000 of the deposits had been 
invested in securities of the United States, and declared by act of Congress 
to be exempt from taxation by state authority. In that case the court said : 
"Nothing can be more certain in legal decision than that the privileges 
and franchises of a private corporation, and all trades and avocations t^ 
which the citizens acquire a livelihood may be taxed by a state for the 
support of the state government. Authority to that effect resides in the 
state independently of the federal government, and is wholly unaffected 
by the fact that the corporation or individual has or has not made invest- 
ment in federal securities." In Provident Institution vs. Massachusetts, 
supra, a like tax was sustained. 

It is therefore well settled by the decisions of this court that when the 
sovereign authority has exercised the right to tax a legitimate subject 
of taxation as an exercise of a franchise or privilege, it is no objection 
that the measure of taxation is found in the income produced in part from 
property which of itself considered is non-taxable. Appl3ring that doctrine 
to this case, the measure of taxation being the income of the corporation 
from all sources, as that is but the measure of a privilege tax within the 
lawful authority of Congress to impose, it is no valid objection that this 
measure includes, in part at least, property which as such could not be 
directly taxed. (See in this connection Maine vs. Grand Trunk Ry., 142 
U. S. 217, as interpreted in Galveston, Harrisburg & San Antonio Ry. Co. 
vs. Texas, 210 U. S. 217, 226.) 
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It is contended that measurement of the tax by the net income of the 
corporation or company received by it from all sources is not only un- 
equal but so arbitrary and baseless as to fall outside of the authority of 
the taxing power. But is this so? Conceding the power of Congress to 
tax the business activities of private corporations, including, as in this case, 
the privilege of carrrying on business in a corporate capacity, the tax must 
be measured by some standard, and none can be chosen which will operate 
with absolute justice and equality upon all corporations. Some corpora- 
tions do a large business upon a small amotmt of capital; others with a 
small business may have a large capital A tax upon the amount of busi- 
ness done might operate as unequally as a measure of exdse as it is allied 
the measure of income from all sources does. Nor can it be justly said 
that investments have no real relation to the business transacted by a cor- 
poration. The possession of large assets is a business advantage of great 
value; it may give credit which will result in more economical business 
methods; it may give a standing which shall facilitate purchases; it may 
enable the corporation to enlarge the field of its activities and in many 
ways give it business standing and prestige. 

It is true that in the Spreckels case, 192 U. S. supra, the excise tax, for 
the privilege of doing business, was based upon the business assets in use 
by the company, but this was because of the express terms of the statute 
which thus limited the measure of the excise. The statute now under 
consideration bears internal evidence that its draftsman had in mind 
language used in the opinion in the Spreckels case, and the measure of 
taxation, the income from all sources, was doubtless inserted to prevent 
the limitation of the measurement of the tax to the income from business 
assets alone. There is no rule which permits a court to say that the meas- 
ure of a tax for the privilege of doing business, where income from 
property is the basis, must be limited to that derived from property which 
may be strictly said to be actively used in the business. Departures from 
that rule sustained in this court are not wanting. In United States vs. 
Singer, 15 Wall iii, an excise tax was sustained upon the liquor business, 
which was fixed by the payment on an amount not less than 80 per cent of 
the total capacity of the distillery. Whether such capacity was used in 
the business was a matter of indifference, and this court said of such a 
measure : 

" Every one is advised in advance of the amotmt he will be re<|uired to 
pay if he enters into the business of distilling spirits, and every distiller 
must know the producing capacity of his distillery. If he fail under 
these circumstances to produce the amount for which by the law he will 
in any event be taxed if he undertakes to distill at all, he is not entitled 
to much consideration." 

In Society for Savings vs. Coite, 6 Wall, supra, and Provident Institu- 
tion vs. Massachusetts, 6 Wall supra, as we have seen, the amount of excise 
was measured by the amount of bank deposits. It made no difference 
that the deposits were not used actively in the business. 
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In Hamilton Cdmpany vs. Massachusetts, 6 Wall 632, the tax was meas- 
ured by the excess of the market value of the corporation's capital stock 
above the value of its real estate and machinery, and in this connection 
see Hoose Ins. G>. vs. New York, 134 U. S. supra, where the excise was 
conq>uted upon the entire capital stock measured by the extent of die 
dividends thereon. 

We must not forget that the right to select the measure and objects of 
taxation devolves upon the Congress and not upon the courts, and such 
selections are valid unless constitutional limitations are overstepped. ** It 
is no part of the function of a court to inquire, into the reasonableness 
of the excise, either as respects the amount or the property upon which it 
is imposed." (Patton vs. Brady, 184 U. S. 608; McCray vs. United States, 
195 U. S. 27, 58^ and previous cases in this court there cited.) 

Nor is that line of cases af^licable, such as Brown vs. Maryland, 12 
Wheat. 419, holding that a tax on the sales of an importer is a tax on 
the import, and Cook vs. Pennsylvania, 97 U. S 566, holding a tax on auc- 
tioneer's sales of goods in original packages a tax on imports. In these 
cases the tax was held invalid, as the state thereby taxed subjects of tax- 
ation within the exclusive power of Congress. 

What we have said as to the power of Congress to lay this excise tax 
disposes of the contention that the act is void as lacking in due process of 
law. 

It is urged that this power can be so exercised by Congress as to practi- 
cally destroy the right of the states to create corporations, and for that 
reason it ought not to be sustained, and reference is made to the declaration 
of Chief Justice Marshall in McCuUoch vs. Maryland that the power to tax 
involves the power to destroy. This argument has not been infrequently 
addressed to this court with respect to the exercise of the powers of Con- 
- gress. Of such contention this court said in Knowlton vs. Moore, supra: 

" This principle is pertinent only when there is no power to tax a par- 
ticular subject, and has no relation to a case where such right exists. In 
other words, the power to destroy which may be the consequence of taxa- 
tion is a reason why the right to tax should be confined to subjects which 
may be lawfully embraced therein, even although it happens that in some 
particular instance no great harm may be caused by the exercise of the 
taxing authority as to a subject which is beyond its scope. But this rea- 
soning has no application to a lawful tax, for if it had, there would be an 
end of all taxation ; that is to say, if a lawful tax can be defeated because 
the power which is manifested by its imposition may when further exer- 
cised be destructive, it would follow that every lawful tax would become 
unlawful, and therefore no taxation whatever could be levied." 

In Veazie Bank vs. Fenno, 8 Wall. 533, supra, speaking for the court, the 
Chief Justice said: 

" It is insisted, however, that the tax in the case before us is excessive, 
and so excessive as to indicate a purpose on the part of Congress to destroy 
the franchise of the bank* and is, therefore, beyond the constitutional power 
of Congress. 
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"The first answer to this is that the judicial cannot prescribe to the 
legislative department of the government limitations upon the exercise of 
its acknowledged powers. The power to tax may be exercised oppressively 
upon persons, but the responsibility of the legislature is not to the courts 
but to the people by whom its members are elected. So if a particular tax 
bears heavily upon a corporation, or a class of corporations, it cannot, for 
that reason only, be pronounced contrary to the Constitution." 

To the same effect: McCray vs. United States, 195 U. S. 27. In the 
latter case it was said : 

". . . no instance is afforded from the foundation of the govern- 
ment where an act, which was within a power conferred, was declared to 
be repugnant to the Constitution because it appeared to the judicial mind 
that the particular exertion of constitutional power was either unwise or 
unjust" 

And in the same case this court said, after reviewing the previous cases 
in this court : 

" Since, as pointed out in all the decisions referred to, the taxing power 
conferred by the Constitution knows no limits except those expressly stated 
in that instrument, it must follow, if a tax be within the lawful power, 
the exertion of that power may be not judicially restrained because of the 
results to arise from its exercise." 

The argument, at last comes to this : That because of possible restdts, 
a power lawfully exercised may work disastrously, therefore the courts 
must interfere to prevent its exercise because of the consequences feared. 
No such authority has ever been invested in any court The remedy for 
such wrongs, if such in fact exist, is in the ability of the people to choose 
their own representatives, and not in the exertion of unwarranted powers 
by courts of justice. 

It is especially objected that certain of the corporations whose stock- 
holders challenge the ^^alidity of the tax are so-called real estate companies 
whose business is principally the holding and management of real estate. 
These cases are No. 415, Cedar Street Company vs. Park Realty Company; 
No. 431, Percy H. Brundage vs. Broadway Realty Company; No. 443, 
Phillips vs. Fifty Associates et al; No. 446, Mitchell vs. Qark Iron Com- 
pany; No. 412, William H. Miner vs. Corn Exchange Bank et al.; and No. 
457, Cook et al. vs. Boston Wharf Company. 

In No. 412, Miner vs. Corn Exchange Bank et al., the bank occupies a 
building in part and rents a large part to tenants. 

Of the realty companies, the Park Realty Company was organized to 
" work, develop, sell, convey, mortgage or otherwise dispose of real estate ; 
to lease, exchange, hire or otherwise acquire property; to erect, alter or 
improve buildings; to conduct, operate, manage or lease hotels, apartment 
houses, etc ; to make and carry out contracts in the manner specified con- 
cerning buildings . . . and generally to deal in, sell, lease, ex- 
change or otherwise deal with lands, buildings and other property, real or 
personal,'* etc. 
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At the time the bill was filed the business of the company related to the 
Hotel Leonori, and the bill averred that it was eng^aged in no other busi- 
ness except the management and leasing of that hoteL 

The Broadway Realty Company was formed for the purpose of owning, 
holding and managing real estate. It owns an office building and certain 
securities. The office building is let to tenants, to wh(Hn light and heat 
are furnished and for whom janitor and similar service are performed. 

The Fifty Associates are operating tmder a charter to own real estate 
with power to build, improve, alter, pull down and rebuild, and to manage, 
exchange and dispose of the same. 

The Qark Iron Company was organized under the laws of Minnesota, 
owns and leases ore lands for the purpose of carrying on mining opera- 
tions, and receives a royalty depending upon the quantity of ore mined. 

The Boston Wharf Company is operating under a charter authorizing it 
to acquire lands and flats, with their privileges and appurtenances, and to 
lease manage and improve its property in whatever manner shall be 
deemed expedient by it, and to receive dockage and wharfage for vessels 
laid at its wharves. 

What we have said as to the character of the corporation tax as an 
excise disposes of the contention that it is direct, and therefore requiring 
apportionment by the Constitution. It remains to consider whether these 
corporations are engaged in business. " Business '* is a very comprehensive 
term and embraces everything about which a person can be employed. 
Black's Law Diet 158, citing People vs. Commissioners of Taxes, 23 N. Y. 
242, 244. "That which occupies the time, attention and labor of men 
for the purpose of a livelihood or profit." Bouvier's Law Dictionary, vol. 
I, p. ^3- 

We think it is clear that corporations organized for the purpose of doing 
business, and actually engaged in such activities as leasing property, col- 
lecting rents, managing office buildings, making investments of profits, 
or leasing ore lands and collecting royalties, managing wharves, dividing 
profits, and in some cases investing the surplus, are engaged in business 
within the meaning of this statute, and in the capacity necessary to make 
such organizations subject to the law. 

Of the Motor Taximeter Cab Company case, No. 432, the company owns 
and leases taxicabs, and collects rents therefrom. We think it is also 
doing business within the meaning of the statute. 

What we have already said disposes of the objections made in certain 
cases of life insurance and trust companies, and banks, as to income de- 
rived from United States, state, municipal or other non-taxable bonds. 

We come to the question, is a so-called public service corporation, such 
as The Coney Island and Brooklyn Railroad Company, in case No. 409, 
and the Interborough Rapid Transit Company, No. 442, exempted from 
the operation of this statute? In the case of South Carolina vs. United 
States, 199 U. S. 437, this court held that when a state, acting within its 
lawful authority, undertook to carry on the liquor business it did not with- 
draw the agencies of the state carrying on the traffic from the operation 
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of the internal revenue laws of the United States. If a state may not 
thus withdraw from the operation of a federal taxing law a subject-matter 
of such taxation, it is difficult to see how the incorporation of companies 
whose service, though of a public nature, is, nevertheless, with a view to 
private profit, can have the effect of denying the federal right to reach 
such properties and activities for the purposes of revenue. 

It is no part of the essential governmental functions of a state to provide 
means of transportation, supply artificial light, water and the like. These 
objects are often accomplished through the medium of private corpora- 
tions, and, though the public may derive a benefit from such operations, 
the companies carrying on such enterprises are, nevertheless, private com- 
panies, whose business is prosecuted for private emolument and advan- 
tage. For the purpose of taxation they stand upon the same footing as 
other private corporations upon which special franchises have been con- 
ferred. 

The true distinction is between the attempted taxation of those operations 
of the states essential to the execution of its governmental functions, and 
which the state can only do itself, and those activities which are of a 
private character. The former, the United States may not interfere with 
by taxing the agencies of the state in carrying out its purposes ; the latter, 
although regulated by the state, and exercising delegated authority, such 
as the right of eminent domain, are not removed from the field of legiti- 
mate federal taxation. 

Applying this principle, we are of opinion that the so-called public 
service corporations, represented in the cases at bar, are not exempt from 
the tax in question. (Railroad Company vs. Peniston, i8 Wall 5, 33.) 

It is again objected that incomes under $5,000 are exempted from the 
tax. It is only necessary, in this connection, to refer to Knowlton vs, 
Moore, 178 U. S. supra, in which a tax upon inheritances in excess of 
$10,000 was sustained In Magoun vs. Illinois Trust & Savings Bank, 
170 U. S. 283, 293, a graded inheritance tax was sustained. 

As to the objections that certain organizations, labor, argricultral and 
horticultural, fraternal and benevolent societies, loan and building asso- 
ciations, and those for religious, charitable or educational purposes, are 
excepted from the operation of the law, we find nothing in them to 
invalidate the tax. As we have had frequent occasion to say, the decisions 
of this court from an early date to the- present time have emphasized the 
right of Congress to select the objects of excise taxation, and within this 
power to tax some and leave others untaxed must be included the right 
to make exemptions such as are found in this act. 

Again, it is urged that Congress exceeded its power in permitting a 
deduction to be made of interest payments only in case of interest paid 
by banks and trust companies on deposits, and interest actually paid within 
the year on its bonded or other indebtedness to an amount of such bonded 
and other indebtedness not exceeding the paid-up capital stock of the cor- 
poration or company. This provision may have been inserted with a view 
to prevent corporations from issuing a large amount of bonds in excess 
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of the paid-up capital stock, and thereby distributing profits so as to avoid 
the tax. In any event, we see no reason why this method of ascertaining 
the deductions allowed should invalidate the act. Such details are not 
wholly arbitrary, and were deemed essential to practical operation. Courts 
cannot substitute their judgment for that of the legislature. In such 
matters a wide range of discretion is allowed. 

The argument that different corporations are so differently circumstanced 
in different states, and the operation of the law so unequal as to destroy 
it, is so fully met in the opinion in Knowlton vs, Moore, 178 U. S. supra, 
that it is only necessary to make reference thereto. For this purpose the 
law operates uniformly, geographically considered, throughout the United 
States, and in the same way wherever the subject-matter is found. A 
liquor tax is not rendered unlawful as a revenue measure because it may 
yield nothing in those states which have prohibited the liquor traffic No 
more is the present law unconstitutional because of inequality of operation 
owing to different local conditions. 

Nor is the special objection tenable, made in some of the cases, that the 
corporations act as trustees, guardians, etc., under the authority of the laws 
or courts of the state. Such trustees are not the agents of the state 
government in a sense which exempts them from taxation because execut- 
ing the necessary governmental powers of the state. The trustees receive 
their compensation from the interests served, and not from the public 
revenues of the state. 

It is urged in a number of the cases that in a certain feature of the 
statute there is a violation of the Fourth Amendment of the Constitution, 
protecting against unreasonable searches and seizures. This amendment 
was adopted to protect against abuses in judicial procedure under the guise 
of law, which invade the privacy of persons in their homes, papers and 
effects, and applies to criminal prosecutions and suits for penalties and 
forfeitures under the revenue laws. (Boyd vs. United States, 116 U. S. 
632.) It does not prevent the issue of search warrants for the seizure of 
gambling paraphernalia and other illegal matter. (Adams vs. New York, 
192 N. Y. 585.) It does not prevent the issuing of process to require at- 
tendance and testimony of witnesses, the production of books and papers. 
etc. (Interstate Commerce Commission vs. Brimson, 145 U. S. 447; Inter- 
state Commerce CcHnmission vs. Baird, 194 U. S. 25,) Certainly the 
amendment was not intended to prevent the ordinary procedure in use in 
many, perhaps most, of the states of requiring tax returns to be made, 
often under oath. The objection in this connection applies^ when the sub- 
stances of the argument is reached, to the sixth section of the act, which 
provides : 

" Sixth. When the assessment shall be made, as provided in this section, 
the returns, together with any corrections thereof which may have been 
made by the commissioner, shall be filed in the office of the Commissioner 
of Internal Revenue and shall constitute public records and be open to 
inspection as such." 
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Appendix, 

An amendment was made June 17, 1910, which reads as follows: 

"For classifying, indexing, exhibiting and properly caring for the re- 
turns of all corporations, required by section thirty-eight of an act entitled 
' An act to provide revenue, equalize duties, encourage the industries of 
the United States, and for other purposes/ approved August fifth, nine- 
teen hundred and nine, including the employment in the District of Co- 
lumbia of such clerical and other personal services and for rent of such 
quarters as may be necessary, twenty-five thousand dollars: Provided, 
That any and all such returns shall be open to inspection only upon the 
order of the President under rules and regulations to be prescribed by the 
Secretary of the Treasury and approved by the President." 

The contention is that the above section as orginally framed and as 
now amended could have no legitimate connection with the collection of 
the tax, and in substance amounts to no more than an unlawful attempt 
to exhibit to the private affairs of corporations to public or private inspec- 
tion, without any substantial connection with or legitimate purpose to be 
subserved in the collection of the tax under the act now under considera- 
tion. But we cannot agree to this contention. The taxation being, as we 
have held, within the legitimate powers of Congress, it is for that body to 
determine what means are appropriate and adapted to the purposes of mak- 
ing the law effectual. In this connection the often quoted declaration of 
Chief Justice Marshall in McCulloch vs. Maryland, 4 Wheat. 316, 421, is 
appropriate : " Let the end be legitimate, let it be within the scope of the 
Constitution, and all means which are appropriate, and which are plainly 
adapted to that end, and which are not prohibited, but are consistent with 
the letter and spirit of the Constitution, are constitutional." 

Congress may have deemed the public inspection of such returns a means 
of more properly securing the fullness and accuracy thereof. In many of 
the states, laws are to be found making tax returns public documents, 
and open to inspection.* 

We cannot say that this feature of the law does violence to the constitu- 
tional protection of the Fourth Amendment, and this is equally true of 

* In Connecticut, the requirement is that the tax lists of the assessors shall be 
abstracted and lodged in the town clerk's office " for public inspection." R. S. 
Conn. (2310. In New York, notices of the completion of the assessment rolls must 
be conspicuously posted in three or more public places, and a copy left in a speci- 
fied place, " where it may be seen and examined by any person until the third 
Tuesday of August next following." Consol. Laws of N. Y. vol. 5, p. 5859; Laws 
N. Y. 1909, c. 6a, § 36. In Maryland, a record of property assessed is required to be 
kept, and the valuation thereof with alphabetical list of owners recorded in a 
book, " which any person may inspect without fee or reward." Pub. Laws Md. 
vol. a, p. 1804, § 23. In Pennsylvania, it is provided that from the time of pub- 
lishing the assessor's returns until the day appointed for finally determining 
whether the assessor's valuations are too low ** any taxable inhabitant pf (th e 
county shall have the right to examine the said return in the commissioner'* 
oflice." Peper & Lewis' Dig. Laws Pa. vol. a, p. 459 1> S 357* In New Hamp- 
shire, the list of taxes assessed are required to be kept in a book, and also left with 
the town clerk, and such records ** shall be open to the inspection of all persons." 
Pub. Sut. N. H. 1901, p. ai4 t s. 
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the Fifth Amendment, protecting persons against compulsory self-incrimi- 
nating testimony. No question under the latter amendment properly arises 
in these cases, and when circumstances are presented which invoke the pro- 
tection of that amendment and raise questions involving rights thereby 
secured it will be time enough to decide them. And so of the argument 
that the penalties for the non-payment of the taxes are so high as to violate 
the Constitution. No case is presented involving that question, and, more- 
over, the penalties are clearly a separate part of the act, and whether col- 
lectible or not may be determined in a case involving an attempt to enforce 
them. (Wilcox vs. Consolidated Gas Co., 212 U. S. 19, 53.) 

It has been suggested that there is a lack of power to tax foreign cor- 
porations, doing local business in a State, in the manner proposed in this 
act, and that the tax upon such corporations, being unconstitutional, works 
such inequality against domestic corporations as to invalidate the law. It 
is sufficient to say of this that no such case is presented in the record. 
(Southern Railway Co. vs. King, 217 U. S. 525.) This is equally true as 
to the alleged invalidity of the act as a tax on exports, which is beyond the 
power of Congress. No such case is presented in those now before the 
court 

We have noticed such objections as are made to the constitutionality of 
this law as it is deemed necessary to consider. Finding the statute to be 
within the constitutional power of the Congress, it follows that the judg- 
ments in the several cases must be affirmed 

Affirmed. 
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